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SUMMARY 


The problems of the dairy industry stem primarily from the attempt 
through government policies to protect and maintain a type of agricultural 
production in which Canada has a marked comparative disadvantage. Throughout 
the post-war years federal dairy policies have supported manufacturing milk 
and cream prices by embargoes on virtually all dairy imports except specialty 
cheeses, by offers-to-purchase programmes and by other forms of subsidization. 
Support programmes have provided seasonally stable prices, while the year-to- 
year changes in dairy programmes have created uncertainties for investment in 
the entire industry. These economic conditions have served to encourage seasonal 
low investment and low output primary production, and to retard the rate of 


structural adjustment in both primary and processing sectors. 


In response to concern about returns and incomes of dairy farmers, the 
federal government operates a major direct payment programme which adds $1.16 
per 100 pounds of milk to the market returns of recipient manufacturing milk 


shippers. 


At the present time there are about 110,000 manufacturing milk and 
cream shippers, of which about 78,000 are shipping less than 100,000 pounds of 
milk equivalents annually, and about 21,000 fluid milk shippers, nearly all 
shipping over 100,000 pounds of milk. Excepting those small scale producers 
who have little alternative use for the few resources they devote to dairying, 
and the largest scale producers (predominantly fluid shippers) who have attained 
substantial economies of size, primary dairy production in Canada is characterized 
by high costs. The majority of producers would not be able to cover their operating 
costs and obtain a return on their labour and equity in dairying if federal sub- 
sidies were significantly reduced. In such an event many producers who derive a 


nha 


large part of their income from dairying would face income problems, varying 


in severity and duration with their farm and off-farm alternatives. 


To a lesser degree, firms in the processing-distributing sector are 
facing similar problems. Of the close to 1,300 dairy factories, about two- 
fifths are relatively small with annual sales of less than $250,000. Both 
primary and secondary sectors are characterized by wide disparities in levels 


of technology and average costs. 


Currently, the federal treasury costs of support programmes for 
manufacturing milk and cream amount to $130 million per annum, and the consumer 
costs (through higher dairy product prices) exceed $100 million. The federal 
government, through its agency the Canadian Dairy Commission, seemingly expects 
to be able to rationalize the structure of the primary dairy sector and encourage 
economic-sized units through existing market supports and direct subsidy program- 
mes. This analysis in sharp contrast, indicates no prospects of substantially 
improving incomes from dairying or reducing the costs of assistance if present 
policies are maintained. Indeed, the present high levels of subsidization of 
milk and cream will tend to become capitalized into production costs. High prices 
for dairy products are providing incentives for the introduction of substitutes, 


which could erode dairy product markets. 


In brief, the chcice before the federal government is to continue a 
dairy policy which does little to improve the income of poor farmers or the 
efficiency of the dairy industry, and which incurs large treasury and consumer . 
costs, or to adopt an alternative policy which would lower average production 
costs, and reduce support costs, consistent with adequate provision for the 


welfare of low-income families. 


atte 


Recommendations 

Formulation of a ciear long-run policy for the dairy industry is 
imperative. That nolicy should have as its major objective the development 
of a competitive dairy industry, through the gradual liberalization of trade 
and the progressive removal of subsidies, consistent with proper compensation 
for existing producers of milk and cream for manufacturing use. Policy for 


the dairy industry should be integrated with policy for agriculture as a whole. 


Poverty. It is inappropriate to deal with poverty problems by means 
of dairy programmes. Programmes for low-income farm famlies should be part of 


much broader anti-poverty policies. 


Direct payments. Existing holders of direct payment eligibility 
quotas should be offered a cash payment in compensation for relinquishing their 
quota privileges. Remaining quotas should be made openly negotiable. The real 
value per unit of the direct payments should be progressively reduced. To avoid 
any speculation and to facilitate production planning, the nominal value of the 


unit payment should be announced five years in advance. 


Market (price supports.’ “Thes level’ of support of? prices for butter, 
skim milk powder, and cheddar cheese should be reduced gradually. The rate of 
reduction required in nominal terms will be modest as inflation lowers the real 


level of support. 


Marketing margins. Increased efficiency in processing and distribution 
of dairy products should be encouraged. Specifically, federal and provincial 
governments should not attempt to set margins for processors or distributors 


through administered pricing. 


iv 


Federal-provincial co-operation. The required co-operation among 


government agencies responsible for dairy policies includes consultation on 

policy formulation, consistency among programmes, and removal of its inequities 
arising cut of discrimination between fluid and other milk shippers. In the 
latter regard, provincial governments should undertake to establish regional 

price pools for grade A milk and provide non-fluid shippers with the opportunity 
of entry into such pools. The federal government should encourage such provincial 
programmes, not create disincentives for entry. Specifically, in regions where 
pools exist shippers should be permitted to hold direct payment quotas and receive 
paynents on all shipments in °excess of 125 per cent of their’ sales at class1 


prices: 


Policy planning and administration. The dual functions of policy 
development and programme administration at present undertaken by the Canadian 
Dairy Commission should continue to be responsible for programme administration, 
and responsibility for policy planning should be discharged by another agency. 
Such a separation of responsibilities is essential to the development of sound 
dairy policy, including regular evaluation of programmes, and the formulation 


of programme changes. 
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I. THE STRUCTURE AND INCOME PROBLEMS OF THE PRIMARY SECTOR 


(i) Introduction 

The Canadian dairy industry includes a very large number of primary 
producers. In 1966 there were about 190,000 producers (Table 1.1); that is, 
close to one-half of the Census count of farmers had income from sales of dairy 
products. Most of these producers were located in Quebec and Ontario, but the 
three Prairies provinces also accounted for a large proportion of the total, 
The majority of dairy farmers were cream shippers, a group of predominantly 
small output producers (Table 1.2). These shippers were a significant part of 
the total in all provinces except British Columbia. Manufacturing milk shippers 
were numerically important only to Prince Edward Island, Quebec and Ontario. 
Not surprisingly, the number of fluid shippers varied roughly in proportion to 


the provincial population. 


Typically the dairy enterprise in Canada is on a small scale. In the 
Maritimes and the Prairies at least two-thirds of the producers shipped less than 
48,000 pounds per year, the equivalent of fewer than 8 average yielding cows and 
of less than $2,500 in gross returns per farm (Table 1.2). Even in Quebec and 
Ontario fully one-third of the shippers were in this low sales class; British 
Columbia with less than one-quarter of its shippers in this class was an excep- 
tion. The great majority of these smallest scale producers were cream shippers, 
and the relative importance of cream shipping declined markedly with output. By 
contrast fluid milk shippers were heavily concentrated in the 96,000 pounds and 
over output class, and were almost absent in the smallest class. Only Quebec, 
Ontario and, to a lesser extent, Prince Edward Island, had a substantial propor- 
tion of manufacturing milk shippers. These shippers were intermediate in scale 


of output between cream and fluid shippers. 


Table I.1. The Distribution of Dairy Farms 


by Type of Shipper and Province, 19664- 


Cream 
Prince Edward Island 3,042 
Nova Scotia 2,300 
New Brunswick 2,847 
Quebec LGso72 
Ontario 15,466 
Manitoba 15,803 
Saskatchewan 23,453 
Alberta 23,389 
British Columbia 614 
Total 103,935 


Manufactured 


15007 
201 
428 

41,748 
22,203 
716 

pip 

139590 
294 


68,559 


Fluid 


110 
1,287 

720 
5,494 
7,525 
1,234 

776 
1,423 


2079 


20,646 


Total 


4,159 
3,838 
3,995 
63,813 
45,194 
17,753 
24,241 
26,762 


25985 


192,740 


Source: William Mackenzie, The Canadian Dairy Industry, ARDA Project No. 


15033, Canada Department of Forestry and Rural Development: and adjust- 
ments for numbers of fluid shippers based on data from the 1966 Census of 
Agriculture calculated as a part of this project. 
manufacturing milk and cream shippers double-counted about 7,000 producers 
Since most of these shippers probably 
shifted from cream to manufacturing milk shipment during the dairy yerr, 
it is primarily the number of cream shippers which were overestimated. 


who shipped both milk and cream. 


Mackenzie's data on 


So 


Table 1.2. The Shipping Volume Distribution 
by Type of Shipper and Province, 1966 ° 


Province Shipping Volume Cream Manufacturing Fluid Total 
lbs. per annum - - per cent of all dairy farms - - 

Prince Edward Island under 48,000 54 14 (-) 69 
48 ,000-95,999 LS 7 (-) op) 

96,000 and over 4 3 Za 9 

Total 73 24 3 100 

Nova Scotia under 48,000 55 3 4 62 
48,000-95,999 5 ut 7 14 

96,000 and over aL ib 22. 24 

Total 61 5 34 100 

New Brunswick under 48,000 56 6 iE 63 
48 ,000-95,999 2 é| 3 18 

96,000 and over 3 2 14 19 

Total 71 LL 18 100 

Quebec under 48,000 18 23 (-) 41 
48,000-95,999 7 20 . 28 

96,000 and over 2 22 7 31 

sifeyeraill 26 65 9 100 

Ontario under 48,000 en 10 (-) 33 
48 ,000-95,999 9 2 1 20 

96,000 and over 3 27 16 46 

Total 34 49 17 100 

Manitoba under 48,000 Us) 2 (-) 78 
48 ,000-95 ,999 12 1 (--) ig3) 

96,000 and over 4 ab 7 9 

Total 89 4 Zz 100 

Saskatchewan under 48,000 90 (-) (-) 90 
48 ,000-95,999 6 (-) (-) 6 

96,000 and over iL (-) 3 4 

Total 97 (-) 3 100 

Alberta under 48,000 69 2 (-) is 
48,CCo--35,999 1 2 (-) 17 

96,000 and over 4 3 5 12 

Total 87 i/ 5 100 

British Columbia under 48,000 18 4 (-) 23 
48,000-95 ,999 2 3 16 20 

96,000 and over (-) 3 54 57 

Total Peat 10 70 100 

Canada under 48,000 43 ce (-) 54 
48 ,000-95,999 6 10 il 20 

96,000 and over 2 14 9 26 

Total: 54 36 pean 100 


i 


**Source: see Table 1.1 footnote. 
(-) less than .5 per cent. Percentages do not add exactly to totals in some 
cases because of rounding. 


This profile of the primary sector raises the obvious quewtion as to 
whether the large number of small producers are heavily dependent on milk and 


cream sales as a source of income. 


(1i) The dependence on dairying as a source of income. 

The average proportion of farm cash receipts derived from sales of 
dairy meodkered in the period 1964-66 varied considerably among provinces 
(Table I.3, Row 1). In the Prairies dairying was clearly a minor enterprise, 
in Prince Edward Island it accounted for about one-seventh of farm cash receipts, 
and in other provinces from one-fifth to over one-third in Quebec, These data, 
however, provide little indication of the impert of dairying to dairy farmers. 
Information from the 1961 Census of Agriculture shows that a relatively high pro- 
portion of both conmereiaiee and non-commercial farmers reported revenue from 
dairying in all provinces (Table 1.3, Row 2). The proportion reporting dairy 
revenue was higher among the commercial than among other farms in all provinces. 
The inference is that dairying is typically a small scale enterprise but is less 
commonly found on the smallest output farms. Commercial farm data from the 1966 
Census clarifies the picture considerably (Table 1.3, Row 3). It shows that the 
proportion of farms deriving most of their revenue from dairying averaged 20 per 
cent for the nation, and ranged from a low of 1 to 5 per cent in the Prairie pro- 
vinces to a high of 63 per cent in Quebec. It appears that though many farms have 
a dairy enterprise, only in the province of Quebec do farmers have a very high 
degree of dependence on dairy income, although dairy is clearly a prevalent type 
of farm in Nova Scotia, New Brunswick and Ontario. The relation between the propor- 
tion of income derived from dairying and the output size of the dairy farm can be 
examined in greater detail using data from the 1961 Census, by expressing the average 


value of sales of milk and cream as a percentage of the average value of sales of 


* 
The output of meat animals from dairy enterprises is excluded in this analysis. 


ek 
The term "commercial farm" as used in this section is synonimous with the 1966 


Census definition of a farm reporting sales of $2,500 and over. The expression 
is used for its convenience and not because such a farm is: truly commercial. 


le 
Sources: l. 


Table 1.3. 


Measures of the Degree of Dependence on Dairying 


as a Source of Farm Cash Receipts, by Province.” 


Per cent farm cash 
receipts from 
dairying, 1964-66 


Per cent of farms 
reporting dairy 

sales - 1961 
—cormnrercial farms 
—~nen-comnereial farns 


—-total 


Dairy type commer- 
cial farms as a per 
cent of all commer- 
cial farms, 1966 


Per cent dairy cash 
receipts by economic 
class of dairy farn, 
1961 

under $2,500 

$ 2,500- 4,999 

S$. 5,000- 9,999 

$10,000-14 ,999 

$15,000 & over 


Cat. #96-530 through 96-540. 
3. Census of Canada, 1966, Advance Bulletin, Cominion Bureau of 


14,7 


79.9 
56.1 


65.5 


ai bak 


41.0 
26.0 
23a) 
19.8 
13.8 


Statistics Cat. 


epee meer 


2H See eae 


71003 97026 
41.6 50.4 


48.5 557 


45.0 32.6 


i 8 200 
Ly et Ae eee 
60 53°48. 1 
54.4 44,9 
ER de I 


36.0 


88.6 
Roach 


ise) 


63.4 


76.8 
=) ae! 
56.6 
See 
PAO, 


19.4 


58.0 
297.0 


45.7 


7s Ws 


69.9 
44.9 
47.3 
oy BST: 
Bat 


6.8 


45.7 
42.0 


44,2 


4.5 


D2 ee 
Faster 
16.9 
Gao 
pa lags 


2.3 


S570 
24.5 


SO 


6.0 


46.2 
Lhd 


Sys 


4.3 


Be ls, 
17.4 
14.8 
pS eT. 
16.0 


2200 


a 
ORT) 


22.3 


24,5 


Farm Cash Receipts, Dominion Bureau of Statistics Cat. #21-001. 
2,4. Census of Canada 


1961, Vol. V, Dominion Bureau of Statistics 


#96-624. 


Canada 


14.5 


53:26 
39.35 


47.1 


20.4 


54.1 
30.5 
2250, 
41.5 
29.0 


all agricultural products for farms in each economic class (Table Le3o5 aROWs 4) = 

The relation is not consistently monotonic among provinces, but the non-commercial 
dairy farms were most dependent, and the largest dairy farms tended to be least 
dependent, on dairy cash receipts. More marked were the differences among provin- 
ces. British Columbia dairy producers in all economic classes exhibited a high 
degree of dependence; Quebec producers in all but the largest economic classes 

also were heavily dependent on dairying. At the other extreme, Prince Edward Island 
and the Prairie provinces, especially Saskatchewan, were much less dependent on 


dairy product sales. 


Information on the share of total cash receipts derived from the dairy 
product sales is also available from a special survey of manufacturing milk and 
cream shippers conducted by the Canada Department of Agriculture in tocee, The 
omission of fluid shippers (who tend to be the largest output producers) confines 
the survey data to the small to medium dairy enterprises. These data provide 
estimates of the distribution of such dairy farms by degree of dependence on dairy 
cash receipts (Table 1.4). This evidence is consistent with the Census data just 
examined. It indicates that only about 36 per cent of the non-fluid dairy shippers 
in Canada derived one-half or more of their cash receipts from milk and cream sales, 
and that about an equal number obtained less than one-quarter of their cash receipts 
from this source. Moreover, even this degree of dependence is characteristic only 
of producers in New Brunswick, Quebec, Ontario and British Columbia. Quebec had 
the highest percentage of producers with at least one-half their income from dairy 
products (53 per cent); Ontario had the second highest (47 per cent). In the 
Prairies the great majority of producers derived less than one-quarter of their 


cash receipts from dairy products. 


k 
W.J. White and V.A. Heighton, The Structure of the Canadian Manufacturing Milk 
and Cream Industry, Canada Department of Agriculture, March, 1968. 


Table 1.4. Share of Total Cash Receipts from the Sale 
of Milk and Cream, Canada and Provinces, 1966 ° 


Less than 25% 25-49% 50-74% 75-1002 

------- percentage --------- 
Canada oF Pag, ree aoe 
Prince Edward Island 31 46 16 Zi 
Nova Scotia 47 pag 14 12 
New Brunswick 30 36 2d 14 
Quebec 56 31 28 25 
Ontario a 28 22 Pa) 
Manitoba 58 25 9 8 
Saskatchewan Pr 16 4 4 
Alberta 62 24 8 6 
British Columbia 41 24 14 ZL 


**sSource: W.J. White and V.A. Heighton, The Structure of the Canadian Manu- 


facturing Milk and Cream Industry, Canada Department of Agriculture, March, 
1968. 


As already noted, cream shippers typically were small scale producers. 
Table I5 provides Canada Department of Agriculture estimates of the distribution 
of these shippers by the percentage of dairy income. The degree of dependence of 
this smallest output class of shipper is clearly less than that of other shippers. 
In Quebec, one-half of the cream shippers derived most of the farm income from 
dairy product sales, but elsewhere the proportion ranged from 7 per cent in 
Saskatchewan to 27 per cent in New Brunswick. 

The Canada Department of Agriculture survey is the only source of 
information on the relation between dependence on dairying and the size of the 
dairy operation. The relation is shown in Table1.6 using size of dairy herd as 
a measure of enterprise size. As expected, the extent of specialization rises with 
herd size. Only 15 per cent of the producers with 1-7 cow herds obtained most 
of their income from milk/cream sales, for herds of 18--25 cows the proportion 
was 63 per cent, while among herds of over 50 cows 80 per cent of the prod- 
ucers derived most of their income from the enterprise. Conversely, two-thirds 
of the producers with 1-7 cow herds derived less than one-quarter of their income 
from dairy product sales. Superficially, this relation appears to be a contra- 
diction of the negative relation between percentage dairy income and economic class. 
In fact these relations indicate that the smaller dairy enterprises are often 
supplementary enterprises on the large output farms, and further that the larger 
cream and manufacturing milk enterprises are not typically located on the largest 
output farms. The increase in dependence on milk and cream sales with size 
of dairy enterprise was also apparent within provinces, but the average relation 
at the national level was accentuated by the large number of small scale producers 
(typically cream shippers) in the Prairies, and by the majority of larger scale 
producers being located in the specialized manufactured milk and cream producing 


areas, notably Ontario and Quebec. 


be 


Table I.5. Share of Cash Receipts from the Sale of Cream, 


Canada and Provinces, 1966%° 


Less than 25% 25-49% 59-74% 75-100% 

apatantateatentetetenataten per cent of farmers ------~----- 
Canada 48 29 14 S 
Prince Edward Island 34 47 14 5 
Nova Scotia 49 26 14 11 
New Brunswick 33 38 7 12 
Quebec 17 33 30 20 
Ontario 47 36 11 6 
Manitoba 58 26 9 7 
Saskatchewan 73 18 4 3 
Alberta 64 25 7 4 
British Columbia 48 29 15 8 
ene eeeUer TAbLenina nO RMEe S2)) Mie PS FRET Oe AC GA there RT ie 


Table 1.6. Share of Total Cash Receipts from Milk and Cream Sales 
by Number of Cows Milked, Canada, 1966: 


Number of Less than 25% 25-497 50-74% 75-100% 
Cows Milked 42422 mee tt ee percentage-~~—--=-—---—--—-—~—-=— 
1-7 65 20 8 7 

8 - 17 DD 37 24 17 
Ome 10 27 31 32 

26 - 50 10 18 P27) 45 
Over 50 Thal 11 24 55 

a 


“S-urce: see Table 1.4. 


eS ale) = 


As Yang has noted, cream and manufacturing milk producing farms are 
characteristically mixed sae In the Prairies, the cream or manufacturing 
milk enterprise commonly occurs on grain farms, though the enterprise also occurs 
on livestock farms in Alberta. Cream production in Canada is typically combined 
with a hog enterprise to use the skim milk. In Ontario especially, hog production 
is commonly associated with both cream and manufacturing milk production. In 
Quebec and the Maritimes livestock raising, particularly hogs, occurs frequently 


with dairying; Prince Edward Island is exceptional in also having a significant 


cash crop enterprise as a typical combination with dairying. 


Traditionally, small scale milk and especially cream production has been 
a by-product of beef enterprises in some partsof Canada. This association is still 
found in the Prairies and to a lesser extent in Ontario, but is of declining impor- 


tance. 


The dependence of dairy farmers on income from milk and cream sales 
should, for the purpose of welfare assessment, be gauged against off-farm as well 
as other farm earnings. A measure of the extent of off-farm earnings is provided 
in the 1961 Census and the 1966 Canada Department of Agriculture dairy survey data 
on days of off-farm employment. Table I.7 provides Census based estimates of the 
incidence of off-farm work among farmers who derived most of their farm income 
from dairying and whose total sales of agricultural products was $1,200 or greater. 
Dairy farmers were less likely to have worked off their farms than other farmers, 
and those who did worked fewer days in off-farm jobs, undoubtedly because of the 
regular year round employment provided by the dairy enterprise. The importance of 
off-farm earnings was greater to dairy farmers in Nova Scotia, New Brunswick and 
Quebee than to those in other provinces, reflecting both the lower farm income 


levels and the opportunities for such employment. In the Prairies the incidence 


x 
W.Y. Yang, “Other Sources of Income cn Cream and Manufacturing Milk Producing 


Farms in Canada,'' Canadian Farm Economics, June, 1968. 


Sai Bice 


Table 1.7. The Incidence of Multiple Jobholding Among Dairy 
and Among All Farmers with Sales of $1,200 and Over, 
‘ a e 
by Province, 1961 


Days Off-farm Work 


Per Cent with Off-farm Jobs er Multiple Job Farmey 


Dairy All farmers Dairy All farmere 
Prince Edward Island Tom AE grill ae 122 
Nova Scotia 31.6 38.0 LL ize 
New Brunswick Skat, 34.0 ni P22 
Quebec 29.4 29.8 100 105 
Ontario Pas) 27 4 a 39 
Manitoba 15; 3 16a dL: 106 114 
Saskatchewan 12.4 Ure fe 84 118 
Alberta sy de 20-3 120 aa 
British Columbia 24.6 s [ee | 146 160 


(ee 


**Calculated from Census of Canada, 1961, Vol. V, using data on "commercial" 
farms (defined in 1961 as having sales of $1,200 and over). Dairy farms 
are those on dairy type farms (defined as reporting 51 per cent cash receipt: 
from dairy). 


oa bs age 


of multiple jobholding was low. Much the same ccnclusions were reached by Yang 
based on examination of the 1966 Canada Department of Agriculture dairy survey 
data. Those data also indicated a negative relation between share of income 
from dairying and incidence of multiple jobholding, and between size of dairy 


herd and incidence of off-farm work. 


(iii) Rural poverty and dairying 

The importance of dairying in such relatively low-income provinces as 
the Maritimes and Quebec is clear (Table 1.3). But the correlation between the 
distribution of rural poverty and dairying must be examined more closely for the 
purpose of policy prescription. The relationship is examined in greater detail 
by using Census divisions as the area observation unit. Using the ARDA definition 
of low-income eres Census divisions were classified according to the propor- 
tion of such farmers in 1961. This measure of poverty, which can be regarded as 
gauging the incidence of hard core farm poverty, was tabulated against the per- 
centage of farms with dairy product sales in the division, in each of seven 
restenes” (Table 1.8). The tabulation shows a definite correlation between poverty 
and dairying. With few exceptions, the proportion of farmers with dairy sales 
in divisions with over 20 per cent low-income farmers was higher than in the 
region as a whole. In Quebec only the divisions in the 30.1-40.0 per cent low- 
income class had above average numbers of farmers reporting dairy sales, and in 
British Columbia the relation did not hold at all, reflecting the high degree of 


commercialization of that province's dairy industry. 


Thus it can be concluded that the low-income farming areas do depend 
more heavily on dairying than other areas. The answer to the corollary of this 
question, namely, are dairy farms located primarily in low-income farming areas, 


is also in the affirmative. In the Maritimes nearly all the farms reporting 


rs 
Farmers who worked less than 25 days off their farms, and whose farms had a 


capitalized value of less than $25,000 with sales of less than $2,500. 


RK 
The Maritime provinces were grouped into one region because these provinces 


ay HS) 


dairying were located in divisions with over 20 per cent farmer poverty; in 
Quebec 89 per cent of dairy farms were in such areas; in Manitoba, Saskatchewan 
and Alberta, the proportions were 52 per cent, 65 per cent, and 46 per cent, 
respectively. Only Ontario and British Columbia had fewer than 30 per cent of 
the farmers reporting dairy sales in such low-income divisions. The significance 
of these distributions is that the alternatives open to dairy farmers are in 


general fewer than to producers facing adjustment problems in more prosperous 


areas. 
Table 1.8. The Proportion of Farmers with Dairy Product Sales 
Classified by the Incidence cf Low-income Farmers, by Region ° 
Census Divisions Classified Accordin 
All 
to Percentage of Low-income Farmers: 
Region Census 
20 = 305.0 30.1-40.0 40.1 & over Divisions 
- per cent of farms reporting dairy product sales - 
Maritimes 50.0 58.0 58.3 aw 
Quebec 70.8 1652 68.8 i329 
Ontario 5303 67.4 Cx 45.7 
Manitoba J169 Ue Doo 44.2 
Saskatchewan 41.1 44.9 2 ey eal 
Alberta 40.1 46.9 C3 39.2 
British Columbia LO Se le pate) 


** source: Map No. 3 of the series "Economic and Social Disadvantage in Canada," 
compiled by Agricultural and Rural Development Administration, Canada 
Department of Forestry, September 1964; and estimates based on Census of Canada, 
P96LVoloay « 


*Farmers who worked less than 25 days off their farms, and whose farms had a 
capitalized value of less than $25,000 and sales of less than $2;500; 


“One or no Census divisions in ‘low-income farms’ class. 


See 


(iv) Yields and levels of technology 

About 9 per cent of the milk produced on Canadian farms is used either 
to feed livestock or for farm home consumption, and in some regions this propor- 
tion is very much higher. Data on both these types of utilization are more un- 
reliable than those for milk sold off farms. Moreover, many farmers produce milk 
for on farm use only and consequently cannot be meaningfully considered as part 
of the dairy industry. For these reasons yield in this study was measured as 
pounds of milk sold per annum per milk cow. This measure tends to understate the 
physical output per cow, particularly in the smallest and least commercialized 


dairy enterprises. 


Average sales per cow vary considerably among the provinces (Table 1.9). 
These variations reflect differences in herd size distribution, in the extent to 
which production is seasonal and geared toward cream and manufacturing milk pro- 
duction, in cow breeds, etc. Manitoba and Saskatchewan which are especially 
heavily oriented to small scale cream production exhibit the lowest yields; 
Ontario and British Columbia, with a much higher proportion of medium to large 
shippers, have the highest yield levels (Tables 1.2, 1.9). Given that 10,000 
pounds per cow is a readily attained physical output level for a commercial 
dairy herd, these comparisons indicate the relatively low levels of yields 
typically experienced in all provinces except British Columbia, and to a lesser 


extent, Ontario. 


In an attempt to identify sources of provincial variation in yields, 
average sales per cow by herd size and by manufacturing or cream shipper are 


shown also in Table 1.9. These data, derived from the 1966 Canada Department 


ak 
of Agriculture dairy survey, ao not include fluid shippers. Consistent with 


the presumption that specialization increases with herd size, yields did typically 


* 
Average production per cow is, of course, higher than sales per cow in all pro- 
vinces, but differences among provinces are not significantly explained in terms 
ef variation in sales/production ratios. 

KK 
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Table 1.9. 


Average sales per 
cow (lbs.) 


Mfg. Milk Herds 


3 - 7 cows 
8 - 12 ei 
13, 117 7 
1A 32.4 
33 - 47 g! 
48 - 62 fy 
over 62 " 


Cre 


Cream Herds 


3 - 7 cows 
fof Ge dhy = 
Py s 
18 - 32 2 
33-=.47_. 
over 47 s 


eS 


and Type of Shipper, by Province, 1966°" 


Oue. 


D202 


4,871 
5,096 
5,280 
5,471 
5,641 
5,339 


Ont. 


6,905 


Man. 


4.461 


Sask. 


4,084 


Average Sales Per Cow, All Shippers, by Herd Size 


Alb. 


5,455 


Can. 


DOs 


5.793 
5,694 
6,040 
6,456 
6,744 
6,998 
b. 


5,429 
5,229 
5,314 
5,086 
4,629 


** Overall provincial averages derived from Dairy Statistics, D.B.S., Cat.#23-201, herd 
data provided by Canadian Dairy Commission and based on 1966 


size distributions 
C.D.A. dairy survey. 


b. 


Sample size too small for reliable estimate. 


“*Data in lbs. butterfat converted to milk equivalents on basis of 3.5 per cent butterfat 
content. 


Braces 


rise with the size of herd, but exceptions to this relation were common, especially 
among cream shippers. In many provinces enlarged herd size appeared to be a substi- 
tute for higher yields as a means of increasing cream output. Partial information 
from many sources indicates that fluid milk herds, which are oriented to year round 
production, usually have much higher average sales per cow. Cream shippers, who 

are typically the most seasonal dairy producers, characteristically had lower sales 
per cow than manufacturing milk shippers with the same herd size (Table 1.9). In 
summary, it appears that variation in milk yields were mainly associated with the 
type of market to which producers shipped, to a lesser extent with the size of dairy 


herd, and that yields varied among provinces also as a result of other factors. 


Low yields per cow is one facet of low dairying income. Another, with 
which it is evidently correlated, is low levels of technology. Once again the 
1966 dairy survey is the source of most detailed information (Table 1.10). In 
interpreting these data it should be borne in mind that fluid shippers, who are 
not included, would typically have higher levels of technology. Perhaps the most 
striking indicator of low levels of technology is that nearly one-half of all 
shippers milked by hand. Regional variation was considerable, with less than one- 
third of the shippers in Nova Scotia, Manitoba, and Saskatchewan, using milking 
machines and over three-fifths of the shippers in Quebec and Ontaric having milking 
machines. In no province did more than 5 per cent of the shippers use pipeline 
milkers, and bulk tanks were used to a significant degree only in Quebec, Ontario 
and British Columbia. The latter provinces also lead in the incidence of can 
coolers, but again fewer than one-third of all shippers employed such equipment. 
"Record of Performance" or "Dairy Herd Improvement Association" shippers were 
uniformly insignificant in number, and typically a minority of producers used 
artificial insemination; Prince Edward Island had a higher proportion of producers 


* 
using these practices than any other province. White, in his study of dairy 


* dl , 
W. James White, "The Adoption of Modern Dairy Practices,'' Canadian Journal of 


Agricultural Economics, Vol. 16, No. l. 


Ley ee 
Table 1.10. Levels of Dairy Technology: The Incidence of Modern Equipment and Practices 
on Manufacturing Milk and Cream Enterprises, by Province, 1966°° 


Per Cent of Dair 
god P.E.1, N.S. N.B. Que. Ont. Man. Sask. Alb. B.C. Canada 


Enterprises with: OO a ae aS ea eS 
Electric milking machines 42 30 oD 63 74 21 14 41 47 54 
Pipeline Milker S 1 5 ps 5 1 er 2 4 3 
Bulk Tank if x Z 13 ae x Be 2 10 8 
Can Cooler 20 v2 ie) 40 34 13 6 15 26 29 
Rewer tOr Usha leis 14 4 7 7 i 4 4 4 7 6 
Artificial Insemination v2 2 41 24 a9 a5 26 35 64 36 


ae 
Source: W. James White, "The Adoption of Modern Dairy Practices,’ Canadian Journal of 
Agricultural Economics eVGl. Loy, Now! , p.30. 


x 
Less than one per cent. 


technology, attempted to account for the incidence in use of these practices in 
terms of dairy herd size, share of farm income from dairy, age of operator, type 
of market and other factors. Simple correlation revealed few strong relationships; 
an exception was a positive correlation between herd size and the incidence of 


milking machines and of can coolers. 


(v) The changing structure of the primary sector 

Although the Canadian dairy industry is currently characterized by a 
large number of small primary producers, employing low levels of technology and 
with limited dependence on dairying income, very considerable declines in the 
numbers of small producers, and rapid expansion in the number of large producers, 
have occurred in the post-war years. Historicalcomparisons of the structure of 
the primary sector are possibly only on the basis of herd size distributions. 
Such data are presented in Table I.11 by province for Census years. The total 


number of milk herds in Canada halved in the period 1951-66, a considerably more 
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rapid rate than the 31 per cent reduction in total numbers of farms in the same 
period. These declines were largely confined to herds of less than 13 cows, 


whereas herds of 33 cows and over increased in number severalfold. 


Rising wage rates and increasing preference for leisure time have 
added considerably to the cash costs and disadvantages of the daily labour 
requirements of milk production, and have thus served to encourage withdrawal 
from the dairy enterprise. The marked decline in the number of herds of less 
than 13 cows is attributable mainly to the decline in cream shippers. Bulk 
transportation has increased the distances over which milk can be shipped profit- 
ably from farms to plants, and this development together with the inability of 
many small creameries to compete have served to reduce the market for farm separated 
cream. At the same time more profitable alternatives, such as wheat in the Prairies, 
and other livestock enterprises in the East, have also attracted farmers out of 
cream production. Cream production, as a small scale enterprise which provides a 
useful income supplement, a means of using surplus family labour in the early summer 
and a source of feed for cther livestock, tends to lose these advantages when expan- 
ded since it then competes for resources, including managerial skill, and requires 
a complementary enlargement of livestock enterprises. These trends are bound to 
continue, and will lead to the virtual disappearance of small scale cream enter- 
prises. Small scale shippers of milk to both manufacturing and fluid markets also 
have declined in number. Manufacturing shippers have been similarly affected by 
bulk transportation and plant centralization, and by the economic pressures for 
adjustment consequent on declining product-input price ratios. Moreover, their 
access to fluid markets has been limited in most provinces. Fluid shippers for the 
most part have had good markets for expanded output and have accounted for most of 
the growth in the larger herd sizes. These comparisons suggest that, dramatic as 
the changes in the structure of the dairy sector have been, rapid adjustment will 


have to continue if rationalization of the sector is to occur in the next decade. 


oR 


(vi) Cests, returns and incene preblems 

One of the salient features of income problems in agriculture is the 
paucity of information on income, attributable in large part to the failure of 
farmers to keep adequate business accounts. As a consequence the bases of income 
issues often are presumed rather than substantiated. Data problems are even worse 
when a single enterprise such as dairying is considered, because of the difficulties 
of allocation of costs which are shared with other enterprises, and of valuation 
of enterprise products which are used as inputs for other enterprises on the farm. 
Finally, it should be noted that the available farm account data is representative 


of above average farm businesses. 


This analysis of costs and returns to dairying draws on farm account 
data on fluid milk farms in all regions, on manufacturing milk farms in Quebec 
and Ontario, and on other data relating to dairying income from various sources, 
including the assessments of persons knowledgeable about the situation of the 
enterprise in their province. For the purpose of this analysis three types of 
dairy enterprises were distinguished: 

(a) fluid milk farms 

(b) manufacturing milk farms where dairying is the major enterprise 

(c) manufacturing milk and cream farms where dairying is combined with 
other enterprises. 

(a) Fluid milk farms are located predominantly near urban centres. 

All provinces have legislation which provides for restricted entry into the fluid 
market, but while prices received for quota sales are higher than those in manufac- 
turing markets, fluid shippers must ship on a year round basis and meet relatively 
high stancéards of milk quality. Because of their location, land and labour costs 
are typically higher on fluid milk farms. These factors have resulted in above 
average dairy managers who treat dairying as a major enterprise. Commonly these 
arms combine dairying with at least one other enterprise, a crop enterprise pro- 


viding most of the feed for the dairy herd. 


ey 


Summaries of milk production costs and returns on such farms on a per 
hundredweight of milk sold basis are presented in Table 12. Direct expenses in- 
clude ali purchased feed costs, home grown feed valued at farm prices, and other 
direct costs for the dairy herd. Overheads are separated into those directly 
associated with the dairy herd and other. The item'contribution to overhead" 
represents the return to cover such costs and the return to management. In rela- 
tion to the investment in dairying we estimate this contribution must be at least 
11-12 per cent, excluding a return to management, for the enterprise to be com- — 
petitive. For the high yield per cow levels attained by these farms, feed and 
other direct costs are high, typically amounting to more than half the total gross 
return. Investment per cow ranges widely but total investment in the dairy enter- 
prise typically is $30,000 to $35,000, and the total farm investment is $75,000 
to $100,000. Cash receipts from dairying alone are in excess of $20,000 and total 
net farm income is of the order of $7,000 to $15,000. These large, specialized 
dairy operations have been competitive at the prices prevailing in recent years 
and yield incomes for the families operating them which are well above the national 
average. To the extent that these samples provide inter-provincial comparisons, 
total farm investment, size of dairy business, and net farm income are lower on 
such farms in Quebec and the Maritimes. Since cow yields were also lower, the 
differences may reflect lower managerial ability in these regions. The Saskatchewan 
farms are exceptional in that dairying is combined with a very large cash grain 
enterprise. Recent farm account information on British Columbia is not available, 
but from interviews with dairy specialists in that province it appears that the 
levels of investment and management typically are very high and that dairying, based 


preponderantly on the fluid market, yields high returns. 


Dairy production for a fluid market requires a substantial amount of 
capital and well-trained labour on a year-round basis. Rising interest rates, 


capital appreciation (especially of land) and steadily increasing wage rates have 
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tended to raise milk production costs and reduce average net returns. Many com- 
petitive dairymen have reduced their average fixed costs by enlarging their size 

of enterprise. Data on the relation between output and average production costs 

is available for Ontario. (Unlike the cost data presented in Table 1.12, these 
estimates include a standard charge of 5 per cent on both equity and borrowed 
capital, but exclude any other return to the operator -- i.e., the cost of his 
labour and management is not included.) These data, presented in Table 1.13, 
indicate that the average cost per hundredweight declines sharply up to 300,000 

but only modestly beyond this level. These data indicate that the minimum size 

for a competitive dairy enterprise is 25 to 30 cows with yields of close to 

i0,000 pounds. Smaller enterprises can be expected to have significantly higher 
costs. In 1966 there were less than 3,000 fluid shippers who shipped less than 
96,000 pounds (located mostly in Quebec and the Maritimes) but there were probably 
another 5,000 in the 96,000 to 192,000 class, and both these groups would have had 
somewhat higher ccsts and lower net incomes than the average fluid shippers in the 
farm account samples. As production costs and technological improvements raise the 
economic minimum size of fluid milk enterprise, such shippers will find it incruas- 
ingly difficult to compete. However, as a class they are not considered to have 
had serious income problems, and their adjustment out of the industry, or into 
larger sized operations, is facilitated by the opportunity to scll their quota 


rights or to a more limited extent by acquisition of additional quota. 


(b) Manufacturing milk -- major enterprise. Based on the Canada Depart- 


ment of Agriculture survey and unpublished Canadian Dairy Commission reports we 
estimate that in 1966 there were about 27,000 manufacturing milk and cream shippers 
who derived at least three-quartersof their farm cash income from sale of dairy 
products. Table 1.14 shows the geographic distribution of these shippers by herd 


size. Predominantly they were located in Quebec and Ontario, and had herds of 


See 


Table I.13. Estimated Average Total Costs of Milk 
by Sales per Shipper, Fluid Milk Farms, Ontario 


Specialized Fluid Milk Farms, 1966°" 


Milk shipment/farm_ No. of farms Cost per 100 pounds milk 
CHS) ($) 
96,000 - 191,999 uM 550 
192,000 - 239,999 20 5.06 
240,000 - 287,999 20 4,92 
288,000 - 335,999 13 4.85 
336,000 (mean: 
& over 568,000) =° oat 
D.H.I.A. Fluid Milk Farns, 1963-64°° 
Milk sold & home use/farm No. of farms Cost per 100 pounds milk 
(1bs.) ($) 
Under 175,100 (mean: 149,000) 78 4.01 
in] 5h 00R— 225,000 130 SAT gs 
225,100 - 275,000 162 3.64 
275,,L£00 “>. 325,000 90 3526 
325,100 - 425,000 22 363 
425,000 (mean: 83 3.26 


& over 525,000) 


** Source: Unpublished study of dairy farms in Ontario by Raymond Clcutier, Dcpart- 
ment of Agricultural Economics, University of Guelph. 


‘Source: Signitieant Tables from 2180 DainyrCost Records; Ontario D.Hst.A..,)1963= 
64, Ontario Department of Agriculture and Food, 1966. 


Table 1.14. Estimated Manufacturing Milk & Cream Shippers 
Who Obtained More than Three-quarters of Farm Cash Sales from Dairy Products 
by Region, Canada, 1966°° 


Region i) Cous 8-17 Cows 18 Cows or More Tetal 
Maritimes 482 423 116 ozs 
Quebec SS 6,267 5,734 i357 o35 
Ontario 730 3,104 a. 200 oe 29 
Prairies 1,647 1,468 627 Big A 2 
British Columbia c 50 50 86 186 
CANADA 4,243 i a apg 11,858 27,413 


**source: Estimated from unpublished Canadian Dairy Commission data and from 
W.J. White and V.A. Heighton, op. cit. 


= 2G = 


eight or more cows. In addition there were another 30,000 shippers who derived 

at least half their farm income from this source, which together with livestock 
income from the dairy herd would make dairying a major enterprise on their farms. 
The latter shippers would also have had important secondary enterprises, typically 
hogs or beef cattle. Their dairy enterprises were on average somewhat smaller than 
that of the first group, but like that group, four-fifths of them were located in 
Quebec and Ontario. Production cost data from these provinces is provided in 
Table I.15. Because manufacturing milk and cream shippers have a wider range of 
herd size and production efficiency than do fluid shippers, the samples on which 
these costs were based were representative of a smaller segment of the population 
than were the production costs of fluid shippers. Specifically, these samples are 
more representative of herds of 18-32 cows than of the smaller size classes. Our 
estimates indicate that there were about 20,000 farms in this class in Ontario and 


Quebec in 1966. 


Information on production costs for Ontario indicated that direct costs 
per 100 pounds of milk were not substantially below those for fluid milk farms, 
and though the revenue from dairy livestock sales partially offset lower prices 
(inclusive of all government subsidies) for manufacturing milk, net returns to 
overhead were considerably lower than on the fluid milk farms. Investment in 
dairying per cow was lower, as would be expected, and milk yields also were 
below the levels achieved by fluid shippers. In terms of total investment these 
farms were smaller than the fluid milk farms and this combined with the lower net 
return per dollar invested resulted in lower net farm incomes. In 1967, but not 
in 1966, the dairy enterprise on these farms was competitive with alternative 
enterprises. Moreover, account data from the top 20 per cent of these farms show 
that manufacturing milk enterprises can achieve returns at least as good as the 


average for fluid shippers. We therefore infer that part of the difference in 
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performance between fluid and manufacturing milk enterprises is ascribable to 


management, though higher average prices for milk to fluid shippers was also 


important. 


The Quebec data do not provide the same detail of production costs, 


but do permit several useful comparisons (Table I. 


15). As in Ontario, invest- 


ment, production performance, and gross returns per 100 pounds milk were lower 


on manufacturing milk than on fluid milk farms, and as a consequence net farm 


income on manufacturing milk farms was appreciably below that typically achieved 


on fluid farms. However, the best of these farms 
the fluid farm average. Relative to Ontario, the 
had poorer yields per cow and lower gross returns 


average net farm income was lower only in Eastern 


had incomes appreciably above 


Quebec manufacturing milk farms 


per 100 pounds milk, but their 


and Northern Quebec. 


Lower Land 


values and probably lower labour costs account for the relatively small income 


differences. Significantly, the Eastern and Northern region had the lowest yields 


of any farm account sample of dairy farms examined. 


incidence of rural poverty is relatively high. 


These are areas where the 


The relaticn between milk output and average production costs is 


examined in Table I.16 for the years 1965, 1966 and 1967 for 95 Ontario farms. 


(As in the data in Table [.13, a standard return of 5 per cent on equity capitai 


in 1965 and 1966, and of 6 per cent in 1967, was included, but no charge was 


imputed for operator labour or management.) These data indicate that costs per 


100 pounds fall quite sharply as output increases to about 150,000 pounds, tend 


to be still lower up to 250,000 pounds, but do not decline beyond that level. 


Much the same relation was found in a large sample of D.H.I.A. farms (Table 1.16). 
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Table 1.16. Estimated Average Total Cost of Milk 4 
by Sales per Shipper, Manufacturing Milk Farms, Ontario 


Specialized Manufacturing Milk Farms, 1965-67 


; No. of farms Cost per 100 pounds milk 
Milk shipment/farm i965) «1906. 1967 (O65) w 96ou mOGT 
(lbs...) —_—S> wa “Gy ——— 
48,000 - 143,999 24 10 12 4.33 4.42 STO 
144,000 - 191,999 22 ie 19 3.78 3.28 Noe 
192,000 - 239,999 19 24 ee cy y 3.38 4.29 
240,000 - 287,999 15 19 13 2.39 3.03 3.82 
288,000 (mean: 16 29 28 3E07 3.45 3.86 


& over 354,000) 


D.H.I.A. Manufacturing Milk Farms, 1963-64 


Milk sold & home use/farm No. of farms Cost per 100 pounds milk 
(lbs.) (S$) 

Under 125,000 (mean: 107,000) 35 3.89 

125,000 - 174,900 98 3.46 

175,000 - 224,900 LIES} Bi SNS: 

225,000 - 299.900 a She FAS! 


300,000 (mean: 


& over 355,000) el ance 


@* Sources: seo ulanle silo 


It is clear that under current Ontario conditions, manufacturing milk 
shippers with herds of over 25 cows or output of 250,000 pounds of milk who depend 
on dairying as a major source of cash receipts are earning adequate incomes, and 
further that those with 18-25 cows or output of 150,000 to 250,000 pounds are 
earning competitive returns. Those shipping less than 150,000 pounds can expect 
resource returns below returns typical from other well-managed livestock and crop 
enterprises. The latter farms (roughly equivalent to herds of less than 18 cows 
where the enterprise provided over half the total cash receipts) numbered about 
35,000 in 1966 and at least two-thirds of them were located in the two central 
provinces. Available information suggests that many of these farms were situated 
in areas affording very limited alternative opportunities in agriculture or in 


off-farm employment. 
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(c) Manufacturing milk and cream with other major enterprises. Much of 


the manufactured milk and cream is produced on farms where the enterprises other 
than dairying provide an important proportion of total income. The great majority 
of dairy producers have such farms. Table 1.1/7 shows the distribution of those 
shippers whc obtained less than three-quarters of their cash receipts from dairy 
products by herd size and region in 1956. In that year an estimated 138,000 

Table I.17. Estimated Manufacturing Milk and Cream Shippers 


Who Obtained Less: than Three-Quarters of Farm Cash Sales from Dairy Products 
: a. 
by Region, Canada, 1966 


Region 1-7 Cows 8-17 Cows 18 Cows or More Total 
Maritimes i Caw 3,109 320 9,046 
Quebec 7,734 Za y ey 10,802 40,007 
Ontario 8,034 2963 6), 390 20387 
Prairies 42,772 16,625 1,594 60,991 
British Columbia ess 145 2? 701 
CANADA 64,634 54, 313 LOZTSD LIS, 132 


* "source: see Table 1.14. 


shippers derived less than 75 per cent of their income from milk and cream. Not 
surprisingly, most of these farmers had small dairy enterprises of less than 18 
cows, and these were heavily concentrated in the Prairie provinces. Moreover, 
105,000 of these 138,00C farms derived less than one-half their income from milk 
or cream, and of these 57,000 were in the See Cream shippers characteris- 
tically operate such non-specialized dairy enterprises, a fact which accounts for 
the noted geographic distribution. The need for a complementary livestock enter- 
prise to make economic use of skim milk tends automatically to make these mixed 


farms. 


% ; 
Project estimate based on Canada Department of Agriculture survey and Canadian 
Dairy Commission data for 1966. 
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Comments made about tne costs and returns of specialized manufacturing 
milk enterprises apply also to the large non-specialized enterprise. For the 
remainder of this group, which has accounted for most dairy farms in Canada, cost 
data are even less available. Some aspects of these dairy enterprises are clear. 
Herds are usually very small and contribute to farm gross sales by using family 
labour, pasture and buildings which have little value in alternative uses; produc- 
tion is seasonal and yields are low, specialized dairy equipment is rarely used; 
in most areas, other farm enterprises are the main source of income. Important 
exceptions to the last generalization include large parts of Quebec and marginal 
farming areag in the Maritimes, Ontario and the West. Another important aspect 
of those small dairy enterprises which ship cream is the value of the skim milk. 
This value varies considerably depending on labour costs, livestock prices, the 
total livestock diet of which skim milk forms a supplement, etc., but all avail- 
able evidence indicates that its value on the farm is typically about $0.60 per 
100 sare Its value if sold off the farm depends, of course, on the market 
price of manufacturing milk. In Saskatchewan where facilities for milk processing 
are minimal, its market value is about $0.23, but in other provinces its value is 
at least $0.63 per 100 pounds, and on average is close to $0.90. The relatively 
high market value of skim milk has undoubtedly contributed to the decline in cream 


shipments. 


Those producers who have small to medium dairy enterprises and do not 
have other enterprises to provide reasonable net farm incomes represent the hard 
core of the dairy income problem. Certainly if net incomes from dairying are to 
be improved on these farms, substantial infusions of capital and managerial skills 
will be required to enlarge the dairy enterprise to 25 or more cows and to improve 


production performance to 8,000 pounds per cow. This does not aprear to be a 


x 
Its value as feed is less where the skim milk is used seasonally as a supplement 
without regard to the diet balance. 
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feasible solution for the majority. Even since 1966, the year on which much of 
the analysis in this section has been based, large numbers have left the industry 
altogether. Information from Canadian Dairy Commission records reveals that, 
between 1966-67 and 1968-69, 25,000 producers in the under 50,000 pounds of milk 
class went out of production, and another 25,000 producers were cut off direct 
payments and most of them presumably are no longer shipping milk or cream. Those 
producers who currently have quotas of 12,000 to 50,000 pounds are even less 
dependent on dairy income than the shippers sampled in 1966. Over 50 per cent 
of these small producers derived less than one-quarter of their income from 
dairying, and 74 per cent derived one-half or less of their income from dairying. 
There are about 18,800 shippers in this output range who depend on dairying for 
more than 25 per cent of their total farm cash receipts, of whom about 2,300 were 
in the Maritimes, 7,700 were in Quebec, 3,000 in Ontario, and 5,800 in the Prairies 
(Table 1.18). The same source indicates that one-tenth of all these qucta holders 
had year-round off-farm employment and nearly 20 per cent had some off-farm 
employment. 
Table 1.18. Number of 12,000-50,000 Pounds Quota Holders in 1968-69 
by Per Cent of Farm Cash Receipts from Dairy Products 
by Region, Canada ° 


Less than More than 


Region 26% 26-50% = 51-70% 70% Total 
Maritimes 842 1,020 661 625 3,148 
Quebec 1,788 2,164 Zn 200 3,200 9,410 
Ontario 2,402 1,477 656 877 Dea 72 
Prairies 165 317 In016 A HB) 1,142 22,093 
British Columbia i) 52 24 39 192 
CANADA 21,486 oee2o ie ie 5,883 40,315 


** Source: Unpublished Canadian Dairy Commission data; distributions adjusted 
for about 3,000 shippers who did not provide income information. 
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(vii) Conclusions 

The information on incomes of dairy farmers is very limited. The 
structure of the dairy sector is changing rapidly. Both these considerations 
require the use of careful judgement in assessing the extent of current income 
problems in the sector. The conclusions we have drawn, largely from the material 
presented, partly from an appreciation of the situation gained from the analysis 
and from discussions with others knowledgeable about dairying, can be summarized 


as follows. 


1. Much of the primary dairy sector is characterized by poor management, archaic 
technology, and small scale enterprises, but the majority of producers with such 
enterprises do not depend on them as a major source of income, and the dairy enter- 
prise makes use of pasture, labour and building resources which have low opportunity 
costs. However, in much of Quebec and in marginal farming areas in other provinces, 
low output dairy enterprises make a significant contribution to the relatively low 
total incomes of farm families. Moreover, on most enterprises shipping between 
50,000 and 150,000 pounds milk equivalent, production cannot be based on otherwise 
underutilized resources, and production costs are high. The demands of the medium 
to large dairy enterprise limit the ability of the operator to take off-farm employ- 


ment. 


2. The rate of structural change in the sector has been extremely high, and we 

do not expect that this rate of change will abate. In our estimation there are 
currently no more than 15,000 producers shipping less than 50,000 pounds who are 
experiencing serious income eee lenae | In addition, there may be up to 25,000 
larger shinpers who are facing income problems, but generally less severe problems. 
Among cream shippers there is a marked trend to convert to shipping whole milk or 
quit dairying, and we expect that cream shipping will virtually disappear during 


the 1970's, with the possible exception of Saskatchewan. 


“There are approximately 19,000 shippers in this class in the current dairy year 
who have depended on sales of milk and cream for more than 25 per cent of their 
farm cash income. Allowing for off-farm employment earnings and other sources of 
family income (including pensions and income received by cther members of the farm 
family), the estimate of 15,000 producers in this class in poverty was considered 
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3. Milk production costs are not being covered by market prices for manufacturing 
milk and cream, except on those enterprises small enough to use surplus farm 
resources, and on some enterprises with efficient managers which are large enough 
to fully utilize modern production techniques. In other words, most dairy pro- 
ducers depend on federal government direct subsidies for their net income from 
dairying. Many producers receiving very low net returns prior to the direct pay- 
ments programme continued in dairying either because they were unaware of the pocr 
economic performance of the enterprise, or because they were prepared to accept 
low returns on their labour and lower than market returns on their equity, the 
latter probably in anticipation of capital gains. Fluid milk producers as a class 
dc not have serious income problems, and do not stand in need of federal govern- 


ment assistance. 
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II. PRICE POLICIES AND THEIR IMPACT ON PRIMARY PRODUCERS 


(i) A review of federal pricing policies in the post-war period. 

The institutional framework in which prices for dairy products has 
been determined is complex. Throughout the post-war period, and throughout 
most of the historical development of the Canadian dairy industry, import 
licensing has virtually prevented entry of all but specialty dairy products 
and requirements to meet temporary market shortages. Indeed, minimization of 
imports of commodities which were also produced in Canada appears to have been 
a tenet of dairy policy. Within the protected domestic market the marginal 
price of dairy products has been supported by offers to purchase at specified 
price levels continuously since 1948. In addition, the federal government has 
enhanced prices to producers of milk for various types of markets through 
deficiency, direct, and supplementary payments, government purchases, and by 
export subsidies as circumstances appeared to warrant such assistance. Provin- 
cial governments in turn have controlled or enabled the control of fluid milk 
prices at levels higher than for other dairy products, and have also engaged 


in occasional subsidization of manufacturing milk. 


Thus, the pricing of milk may synoptically be described as follows: 
within provinces the price of milk for fluid use haeé been set at a higher level 
than for other uses; milk which could not be absorbed into the fluid market 
has been sold for manufacturing purposes, but the minimum price of manufacturing 
milk has been determined by federal price supports, notably for butter; the price 
of farm separated cream has been determined in most years by the butter support 
price. In addition to market returns, producers have received many different 


ad hoc subsidies. 
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Our review of the development of federal policies is divided into 
three parts: the period up to 1958; the dairy programmes of the Agricultural 
Stabilization Board, 1958-65; and the emergence of the Canadian Dairy Commission 


and its policy, 1966 to date. 


Dairy Policies up’ to 1958 


During World War II direct subsidies to dairy producers were used to 
sustain milk supplies while retail price controls were in effect. With the 
removal of both price ceilings and producer subsidies by 1947, substantial 
increases in retail and farm prices occurred, However, the emergence of better 
alternatives to dairying resulted in a decline in total spadacei ene Concern 
over butter shortages resulted in the introduction of a support price for 
butter in 1948 intended to stimulate summer production. But in December, 1948, 
the Supreme Court declared the prohibition of the manufacture and sale of margarine 
to be unconstituticnal, and by the following year the introduction of margarine 
had greatly reduced butter consumption. The purpose of the support programme was 
then reversed to that of producer price stabilization, and its administration 
shifted from the wartime Dairy Products Board to the Agricultural Prices Support 
Board. Accumulation of butter stocks induced the Board to reduce its support 
price from 58¢ to 53¢ in 1950. This reduction proved to stimulate consumption 
and encourage reduced production enough to require significant importation of 
butter, and in May 1951 the Board reinstated the 58¢ support level, initially for 
a two-year period. (This support price was maintained until 1958.) At the same 
time cheese price supports were introduced in the face of continuing decline in 


production and the termination of government export contracts with the U.K. 


The loss of export markets for cheese coincided with a general deteri- 


oration of world markets following the end of the Korean conflict, the recovery 
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of European agricultural capacity, and European dollar shortages. Milk was 
diverted from cheese to other uses, particularly butter production. Though 
consumption of butter increased, the expansion of production through to 1955 
was rapid and stocks built up to 1N0 million pounds by January, 1956. Stocks 
of other dairy products were high during these years, and, with the exception 
of fluid milk, the farm prices declined. However, the marginal price was set 
by butter support prices, and it was to this market that milk in excess of 
other requirements was directed. (The cheese support price was not high 
enough to be effective and the programme was discontinued in 1953.) These 
problems abated in 1956 and 1957 as total production stabilized’ stocks began 
to decline and farm prices of milk (but not butterfat) made significant pains. 
Dairy policy throughout this early post-war period can be character- 
ized as modest in cost, short--run in outlook, and based on ‘rule of thumb' 
measures. It was to a large extent influenced by the policy philosophy 
developed during the War, which emphasized immediate problems and relied 
heavily on temporary measures to adjust domestic market imbalances and ensure 
fulfillment of export contracts. The same ad hoc approach to problems in the 
post-war years worked less effectively, in part because de-control of prices 
and wage rates resulted in much greater market adjustment nossibilities. 
Support of butter prices evened out seasonal fluctuations, thus stimulating 
summer production and winter consumption. Cream shippers and low output 
manufacturing milk shippers, whose production was ccncentrated in the summer 
months, received substantially higher prices. The eee year round 
production associated with larger output dairying were reduced. (whether 
total consumption of butter was lowered by the programme is less clear. In 
the short-run annual consumption might well have been higher in the absence of 
price supports, but then in the long run margarine would have substituted more 
readily as high winter prices for butter induced more consumers to try the 


cheaper spread. What is clear is that the use of support programmes to reduce 


Sate 


seasonal price fluctuations to producers, had the effect of encouraging many 


marginal producers and thus retarding structural adjustment in the dairy industry. 


Dairy Policies of the Agricultural Stabilization Board, 1958-65 


The decline in real prices of agricultural products and in net income 
from farming which had occurred since 1951 made agricultural policy a major 
issue in the federal election of 1957. The Diefenbaker government, elected 
with substantial rural support, introduced a number ef programmes intended to 
improve farm incomes. Of these the Agricultural Stabilization Act, proclaimed 
early in 1958, had the largest and most direct impact on the dairy industry. 
Under this Act both butter and cheese were named as commodities requiring 
mandatory price support at not less than 80 per cent of the preceding ten-year 
average. In fact, the support price of butter was raised immediately to 64¢ 
or 107 per cent of the average in the previous decade, and the support level 
of cheese was raised to 34¢ or close to 10 per cent above the base price. The 


support price of skim milk powder, which had led to surpluses, was reduced. 


Predictably, the effects of these higher dairy product prices in 1958 
were higher levels of production, slightly reduced consumption, increased stock 
levels, and very much higher support programme costs. Expanded exports of 
cheese enabled the federal government to dispose of its acquisitions of that 
product within the fiscal year and total stocks declined, but butter and skim 
milk powder stocks increased very substantially. In the following year cheese 
support prices were lowered. Support prices for skim milk powder were cut again, 
and this combined with disposal of skim milk powder abroad reduced the stocks of 
that product by more than three-quarters. A 25¢ per 100 pounds direct subsidy for 
all manufacturing milk (including cheese milk) shippers was established in compen- 
gation for these cuts in support levels. Milk production increased only slightly 
and the cost of support programmes declined by about 14 per cent. Butter stocks, 


however, continued to accumulate despite export disposal of over 10 million pounds. 
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By January 1960, butter stocks amounted to one-third of annual domestic disappearance, 
yet the Board maintained its support programme for butter unaltered. Indeed it 

was not until May 1962, that any attempt was made to reverse the mounting surpluses 

of butter. By this time stocks amounted to about 200 million pounds or two-thirds 


of annual domestic consumption, much of it in the form of butter oil. 


With butter established by policy as the balance wheel of the dairy 
industry, programme changes to dispose of butter stocks were accompanied by changes 
in supports for other dairy products. In May, 1962, the Agricultural Stabilization 
Board reduced the retail price of butter by making a compensatory payment of 12¢ 
per pound to manufacturers while maintaining an effective producer support level 
of 64¢. The support price for cheddar cheese was raised modestly, the manufac- 
turing milk subsidy was continued and the support price for skim milk powder was 
cut once again. These changes in support programmes served to greatly reduce 
butter stocks via domestic consumption, and to encourage diversion of milk to 
production of cheese, a product in which Canadian comparative advantage is rela- 
tively high and which had had a steadily expanding domestic market and a much 
improved export market. The change in the skim milk powder support level had 
little real impact since the Board had not purchased any skim milk powder since 
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In brief, the dairy policy pursued by the Diefenbaker administration 
was to use much the same means of assisting the industry as that of preceding 
post-war administrations but at a higher level of support. Little attempt was 
made to facilitate adjustment within industry. While the constant support price 
for butter reduced fluctuations in the price of milk at the margin, dairy programmes 
were subject to change from year to year and a long-run price policy was not 
established. Such a price climate would tend to encourage small output producers 
with low investment in dairy production and discourage changes in technology 


requiring substantial capital investments. Undoubtedly the policy reduced the 
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disparity in returns between fluid and other producers, but not the disparity in 


levels of production technology. 


The succeeding Liberal government made few basic changes in dairy 
policy in its first two years in office. In May 1963, the butter support level 
was maintained but by a subsidy payment to producers at the same rate per pound 
as had been paid to manufacturers, and excluding any butter production from milk 
produced by fluid milk shippers. The manufacturing milk subsidy was replaced by 
a 30¢ per 100 pounds subsidy to cheese milk shippers only. The skim milk powder 
support price was raised but since commercial prices remained above the new level 
this did not lead to acquisition by the Board. In the following year, with butter 
stocks greatly diminished, the wholesale, and hence retail, price of butter was 
increased, and the direct payment to cheese milk shippers was replaced by an 


equivalent subsidy confined to first grade cheddar only. 


In 1965, a move to a new dairy policy was announced. The intent of 
this policy was to raise the price of milk and cream for manufacturing use to 
a national average of $3.50 per 100 pounds milk equivalent. (In 1964, that 
average was below $3.00.) A deficiency payment was to be used to raise the 
average price to $3.30. The balance was made up by a gupplementary payment per 
100 pounds sales at the following rates: 26¢ per 100 pounds for the first 48,000 
pounds; 20¢ for the next 48,000 pounds; and 10¢ for sales over 96,000 pounds. 
Shippers with sales of less than 10,000 pounds were ineligible for this payment. 
This feature of the 1965 dairy programmes presages a significant change in 
dairy policy. For the first time recognition was explicitly given to structural 
problems within the dairy sector. Specifically, the programme identified a 
group of producers as submarginal to dairying and implied that the assistance 


required by other producers was inversely proportional to output. 
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In other respects the 1965 dairy programmes were "business as usual." 
Continuing reductions in butter stocks led the Agricultural Stabilization Board 
to raise its buying and selling price of butter and reduce its compensatory pay- 
ments to shippers. The level of support for skim milk powder was raised but only 
to provide a floor below the current market price. Similarly, the cheese price 
support level was raised to 35¢ per pound, a price below the prevailing market 
rate, Cheese exports to Great Britain had been subsidized to assist sales to the 


x 
lower priced British market and this subsidy was increased to 4¢ per pound. 


The Canadian Dairy Commission and Its Policies 


The Canadian Dairy Commission was not established until late in 1966 
and did not assume its full responsibilities until April 1, 1967, but the basic 
format of the new dairy policies was announced and coupled with a statement of 
intent to create the Commission in March, 1966. Indeed, much of the new approach 
was foreshadowed by the 1965-66 programmes. Expressing concern for the "continued 
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deterioration in the economic position of the dairy farmer," the government in the 
spring of 1966 introduced a system of higher support of market prices, direct pay- 
ments and export subsidization designed to raise prices of cream and milk for 
manufacturing to $4.00 per 100 pounds of milk equivalent. The average market price 
of these products was to be increased to $3.25 by raising the support price of butter 
to 59¢ (later it was raised to 61¢) and by supporting skim milk powder at 18¢, and 
the balance was to be made up by direct payments of $0.75 per 100 pounds of milk. 
Fluid producers were to receive direct payments on shipments in excess of 120 per 
cent of their sales to the fluid market. With this exception, no limits on sales 
eligible for subsidy were imposed. A fund corresponding to 10¢ per 100 pounds of 


milk eligible for direct assistance was provided to finance export disposal, and 


the unused balance of these funds wag to be distributed to producers in proportion 


x 
The efforts of the Ontario Cheese Producers Marketing Board to raise producer 
returns through discriminatory pricing is discussed under provincial policies. 
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to their sales of eligible milk. Export subsidies were offered on a number of 
products including skim milk powder, casein, evanorated and condensed milk, and 


cheddar cheese. 


In effect this policy sought to substantially increase returns to dairy 
producers partly by higher consumer prices, but mainly through direct government 
payments. Farm prices of milk and cream for manufacturing rose slightly, while 
that of butterfat, for which the former direct subsidy to producers had been 
dropped, declined, and the target national average of $3.25 was not achieved. 

But the direct payments added close to $90 million to dairy farmers' incomes over 
the supplementary payments they had received in the 1965-55 year, and by the 
same token the cost of federal assistance to the industry rose to well in excess 


of $100 million. 


The immediate impact of these higher returns on total sales in 1966-67 
was modest, and the imposition of quotas for direct payments in the following dairy 
year removed the incentives for major supply ee While consumption of 
butter predictably declined, there was little market incentive for expanded pro- 
duction and stocks declined. Skim milk powder, however, was priced too high and 


despite subsidized exports, stocks accumulated. 


Under the Act which established it, the Canadian Dairy Commission was 
authorized to engage in all facets of federal dairy price policies which until 
that time had been undertaken by the Agricultural Stabilization Board, acting 


largely under Orders in Council, and the Agriculturai Products Board. The com- 


plexity alone of dairy programmes required the creation of an agency with exclusive 


responsibility for their administration. But the Commission was intended also to 
make policy recommendations to the government. Public statements by the Minister 


of Agriculture on the Commission, and the simultaneous appointment of a Consulta- 


ipederal dairy quotas entitle the shipper of manufacturing milk or cream to receive 
direct payments only on shipments up to his quota volume, but do not limit his 
shipments or determine the market price he receives for his milk or cream. For 
a discussion of the supplv response to recent dairy programmes, see Appendix II.A. 
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tive Committee to the Commission made up primarily of dairy farmers or representa- 
tives of dairy farmers, make this clear. Indeed, the Commission was cstensibly 
created in response to requests by the dairy industry for a national agency to 


plan and implement federal policy and co-ordinate provincial policies. 


In April, 1967, the Commission made a number of important changes to the 
developing new dairy policy. For the 1967-68 dairy year assistance to the dairy 
sector was increased still further, but the basis of eligibility for direct pay- 
ments was restricted. The target national average price for dairy products other 
than fluid milk was set at $4.75 per 100 pounds milk equivalent. To this end, 
support prices of butter, skim milk powder and cheese were raised to 63¢, 20¢ and 
38¢, respectively, and the direct payment was raised to $1.10 per 100 pounds milk 
equivalent, with 1ll¢ per 100 pounds of eligible milk set aside for export subsidi- 
zation. However, with a number of minor exceptions, direct payments were made 
only to manufacturing milk and cream shippers and only for sales up to the quantities 
they had marketed in 1966-67. Producers who in the latter year had sold less than 
50,000 pounds of milk or 1,750 pounds of butterfat were given an open quota up to 
these amounts, and were warned the Commission proposed to restrict eligibility for 
payments in 1968-69 to those shipping 50,000 pounds and over in 1967-68. The total 
amount of quota was fixed at 99,500,000 hundredweights, or approximately the volume 


of manufacturing milk and cream deliveries in 1966-67. 


Establishment of subsidy eligibility quotas led to considerable concern 
and criticism both on account of producers who had less than capacity sales in the 
preceding year and on the part of larger producers, fluid shippers and those buikling 
to over 300,000 pounds sales, who found themselves cut off or with limited eligi- 
Seecree’, The Commission contended that its objective was to encourage the develop- 
ment of economic sized production units, and it implied also that direct assistance 


for the largest producers should be limited to the milk equivalent of 300,000 pounds 


* . 
British Columbia pool shippers were permitted to continue to receive direct pay- 
ments on production above 120 per cent of their fluid sales. 


ea years 


of sales. The Commission further made it clear that quotas were not negotiable. 
In reserving the right to reallocate quotas it would give preference to existing 
quota holders, and entrants to the programme would not be permitted to start with 


less than 100,000 pounds of quota. 


For the target average return of $4.75 per 100 pounds to be realized, 
market returns would have had to be at least $3.54 and the full sum of the export 
assistance fund would have had to be distributed to producers, making their total 
direct payments $1.21. In fact market returns appear to have fallen short of this 
level and clearly funds have been used for export subsidies. Nevertheless, market 
prices did rise, probably by over 20¢ on the average or an increase of about 7 per 
cent, and recipients of direct payments did receive 35¢ per 100 pounds more than 


in 1966-67. 


Thus largely through support programmes but also through supply adjustment, 
producer prices for manufacturing milk have risen by 68¢ per 100 pounds from 1962 
to 1967. Most of the increase has occurred since 1964: in that year the average 
for Canada was $2.77, in 1965, 1966 and 1967 it rose suecessively toa $2.94, 33,09 
and $3.32. 

Stock problems have arisen in the past year; in the case of skim milk 
powder because of the increase in support levels and depressed world market prices, 
and in the case of cheddar cheese mainly on account of British and New Zealand 


currency devaluation and resultant export difficulties. 


In announcing the programme details for the 1968-69 dairy year, the 
Commission retreated from its earlier proposal to cut off direct payments to 
producers shipping less than 50,000 pounds of milk or cream equivalent, presumably 
in response to political pressures preceding anticipated elections. Instead, 
eligibility quotas were restricted to those whose sales in 1967-68 were at 
least 12,000 pounds of milk or 420 pounds of butterfat. The total quota volume 
was established at 98,500,000 hundredweights. Reallocation of guotas would be 


used to favour growth of small to medium output shippers who exceeded their quotas 
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in the past year, up to a maximum of 300,000 pounds or milk or cream equivalent. 
Moreover, the Uommission made clueir that those producing up to 50,000 pounds of 
milk or cream equivilent in 1967-68 would hive to reapply for quota and show that 
dairy receipts were a significant part of their total eurnings. Finally, consider- 
ation would not be given to applications for subsidy quotas by new entrants, 
excepting those who hive sales of 100,000 pounds and over. 

Introduction of the minimum sales level for eligibility eliminated an 
estimated 25,000 producers.* Of the 1967-68 quota holders who would have 
qualified, about 21,000 went out of dairy production, and an additional 8,000 
in the 12,000 to 50,000 pounds class failed to apply for participation in the 
programme. Consequently, the Commission did not hav2 to apply its criteria of 
eligibility to the 12,000 to 50,000 pounds class as stringently as it had antici- 
pated. In total about 37,000 quota holders who had had sales in excess of their 
quotis in 1967-68 were given additional auota. 

The rate of direct payments was raised from Sl lostewel. is per 100 
pounds of milk, but (in deference to the fact thit cream shippers hive not 
contributed to skim milk powder surpluses) from 31.42¢ to 36.42¢ per pound 
butterfat for those shipping cream. The funds set aside for export subsidization 
amount to 15¢ per 100 pounds of eligible milk, and 1l¢ per pound of eligible 
butterfat. Support prices of butter and skim milk powder have been kept at the 
1967-68 levels of 63¢ and 20¢, respectively, but the cheese support price was 
raised to 47¢, a level equivalent to the comhined butter and skim milk powder 
support price, during May through October. The intent was to encourage diversion 
of milk into cheese during the months of peak milk production and the most 
favour:ble period for quality cheddar production. 

The 1968-69 dairy programmes do not differ significantly from those 


of the preceding year, and this consistency has contributed to the imprzssion 


% 
These shippers received compensation ecauivalent to their 1967-63 subsidy 
payments. 
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that the Commission is developing a long-run dairy policv. The details of such 
a policy, if tulready formulated, are not publicly known. Im fact, the Commission 
appears to he "fceling its way". A detailed assessment of the Commission's 


policies and role follows. 


An Assessment of Recent Federal Policy 


It is convenient to assess the recent policy programmes and the role of 
the Canadian Dairy Commission under the following headings: 

(a) Support for market prices 

(b) Direct payments to producers 

(c) The total costs of dairy programmes 


(d) Policy planning 


(a) Supnort for market prices 

Domestic market prices for dairy products, and hence for milk and cream 
at the farm level, have been supported by import restrictions, by offer to 
purchase, and by export subsidies. In the absence of government acquisition of 
a dairy product its domestic price typically would be above its world market price 
and that difference could be used as a measure of the degree of protection 
afforded by restrictions on imports. In fact prices of dairy products throughout 
much of the post-war veriod have been raised still higher by government purchasing. 
If the objective of such acquisitions is solely to stabilize fluctuations in 
supply, then the accumulated stocks can be sold on domestic markets after storage 
over the period of excess supply.) But if, as typically has been the case of 
dairy support programmes, the purpose is to raise vroducer prices, government 
acquisitions of the commodity must be disposed of on export markets at a price 
much lower than its acauisition cost. 

While price support by import restriction is long established in the 


Vanadian dairv industry and generally accepted, offer to purchase programmes have 
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orovoked numerous criticisms. Probably the most cornmon objection arises because 
of the "visibility" of surnlus stocks. Fears of extremely hich accumulation of 
stocks such as accurred in the United States, the paradox of aomestic surplus in 
the face of food deficits in poor countries, the annarent henefits to warehouse 
owners, quality deterioration of the stored product, and losses incurred in its 
disposal abroad, have made such »rovzrammes the object of much adverse publicity. 
By raising market nrices, offer to ourchase programmes raise consumer rices. 

All producers of the commodity benefit from higher prices, thus encouraring the 
least efficient vroducers, and nroviding most benefit to the largest output 
producers who mizht be exnectea to least need any assistance. Im the case of the 
dairy industry such price sunvorts in the »vost-war periou have heen accom anied 
by some assurance of continuity, and this together with the use of the butter 
market as the means of swonorting prices throughout the industry has retarded the rate of 
rationalization and helned to nernetuate a large number of small »roducers, 
particularly cream shipners. laintenance of such production units has been 
encouraged also by seasonally constant support levels which favour low investment, 
summer nroduction. 

The cost of offer to purchase vrovrammes reached a »eak under the butter 
support vrogrammes of the Diefenbaker administration and in the new dairy policy 
this tyne of measure has heen overshadowed by direct payments. There is some 
indication that the Uommission intends to suoport market »rices only at levels 
which will ecuate suonly with domestic demand anu revuirements for cheddar 
exnorts, which would reduce the role of offer to purchase and exvort subsidiz- 
ation orogrammes* to th:t of short-run stabilization: 


"..... producers generally have recognized and accented the orinciple 
that the production of manufacturing milk and cream must, in total, 


The exnort subsidization prorrwumes are essentially similar to the offer to 
nurchase measures (excenting the ahsence of surmluses as stock accumulation). 
The exnort subsidy »proeranmes are Giscussed at the end of this sub-section. 


Phy fe 


be kent reasonably within the limits of the quantities which the market 
will take at a given price. The accentance of this voint of nrinciple 
is, in our view, an imoortant step in the long-term planning of the 


industry." (S.C. Barry, Chairman, Canadian Dairy Commission) 


However, the number of dairy commodity prices which have been supported and the 
cost of this support have increased in recent vears. 

To measure the changing cost and incidence of cost of dairy price support 
programmes, the wholesale price of butter and cheese at Montreal were compared 
with the equivalent vrices of New Zealand products at London, tngland. The 
difference in these prices is a relevant yardstick of the measure of protection 
afforded Canadian dairy producers, and multipled by the level of domestic dis- 
anpearance it is a measure (albeit an incomplete measure) of the cost of this 
protection to Canadian consumers.* 

Skim milk powder prices also have been sunported in recent years. How- 
ever, except in such years Uanadian prices have not been appreciably above world 
market levels. The consumer has borne the cost of such support through higher 
retail prices, but primarily of vroducts which use the powder as an ingredient 
rather than of skim milk nowder itself. ‘Je estimate these costs to have been 
about 56 million in 1967. The total costs of supnorting skim milk powder prices 
are much higher: due to the product's rather limited commercial market for human 
consumption, surpluses must usually be disposed of for animal feed at much lower 


prices, or sold on concessional terms to low income nations. 


Butter. As shown in Table II. 1 the cost to consumers of butter price sunvort 
programmes in the post-war years has varied considerably, due both to changes 

in support levels and in international market prices. The total cost to consumers 
has been large in all years, but there has been a downward trend in support costs 


to consumers, particularly if allowance is made for depreciation in the value of 


LE 


‘See appendix, IT. B.- 
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Table II.1 The Producer Protection and Consumer Cost of Dairy Price Supports, 
Butter, 1950-67.% 


Average wholesale Prices: 
Year ist. grades New Zealand Montreal price montreal price less London 


Montreal finest, London as % of London price multiplied by Canadian 
domestic disapnearance 


¢ per lb. ¢ per lb. % $ (millions) 
1950 56.9 21.8 261 107.5 
1951 62.6 23.0 22h 102.9 
1952 61.6 30.6 201 92.8 
1953 60.0 Bia 162 One 
195k ee) 4.8 133 Mery 
L955 58.9 Lh ok liye) oath 
1956 SBE 28.5 1h9 2 aif 
1957 595 Bore 169 81.8 
1958 Se hee 28.6 221 112.6 
1959 63.6 isla: 155 dee 2 
1960 63.5 33.6 16h, (ar 
1961 63.0 aoe 188 88.7 
iI ie Wa ak CO 0.2 137 (156)? 18.8 
1963 50.8 (62.8) 4.0 Pen 35) 2.6 
1964, eee ie Je) Lee 15S) 2.2 
1965 bled (63.9) hh. 121 A )2)) Bred 
1966 BOO (G2.0) ore lpi (Clery) G2 
1967 62.5 40.0 156 RS 


a source: Dairy Statistics, D.B.S. Cat. # 23-201, and data supplied by the 
Canada Department of Trade and Commerce. 


b Based on support prices to producers. Other subsidies served to reauce 
wholesale and retail market prices between April, 1962 and March, 1965. 
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the dollar. In the past ten years the most striking changes are the reduction in 
consumer costs between 1962 and 1965 following the high offer to purchase prices 
maintained by the Agricultural Stabilization Board between 1958 and 1962, and the 
increase in consumer costs in the most recent years; from an average annual cost 

of over $85 million in the years 1958 through 1961, the burden to consumers 
declined to about $24 million in 1963 and 1964, and then rose to over $75 million 
last year. In the same period total market returns to producers have varied less, 
and have been consistently at least 40 per cent higher than on the international 
market. However, the benefit to producers is much less than the consumer cost, 
because the opportunity costs of butter production are considerably higher than the 


returns which would prevail in the absence of any government assistance. 


Cheese. Canada is far more competitive in the production of cheddar cheese than 

of butter, and this is reflected in the relatively low differentials between cheddar 
prices in Montreal and London (Table II.2). Moreover, the differential partly 
results from the distinctive quality of the Canadian over New Zealand cheddars which 
are compared, though so far as the Canadian market is concerned the premium would 
probably be about 2 to 4 cents per pound. With the exception of the past few months, 
offer to purchase prices since 1958 have not been high enough to raise market prices 
above levels set by import restrictions. The consumer cost of supporting cheddar 
cheese prices has been modest: we estimate thase costs at close to $10 million for 


1967, a year in which the support price was relatively high. 


Data on the treasury costs of support programmes are more readily avail- 
able, although the published information requires careful interpretation. In 
many instances stocks of a commodity acquired by the government {n one year 
were not disposed of until subsequent years. In accounting for the costs of 
a support programme in any given year we have charged to the support programme 
in that year all the net losses in disposing of any stocks acquired in that 


year, regardless of the time of disposal. This form of accounting 
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Table II. 2 The Producer Protection & Consumer Cost of Dairy Price Supports, 
Cheddar Cheese, 1950-1967.* 


Average Wholesale Prices: 


Year Coloured Montreal/ New Zealand Montreal price as 

Belleville finest white, % of London 

London 
¢/Lb. ¢/lb. % 

EDU BAS ies 8) ies DPSS 
LOS) Dea Le 3 209 68 
1952 Be) 23.08 140.8 
1953 Susie: 25505 Mee 
195% 82300 22.09 1396 
95> R125 PAE MCS) Ne ete. 
1956 Boe 1D coer 101.6 
by 25.608 23620 EON.) 
1958 35.90 22.68 LESS 
ey iy: 36.38 Zee? Loy. 
1960 32.75 PMS Psy 109 33 
1961 335.356 5020) EOS 
1962 SHe75 wie Ve 0 
1963 26.63 Seley. ee) 
1964 See 32605 13355 
1965 40.43 5) ee aera 
1966 42.88 3h. OL 12K 3 
1967 Eoe5 Bi, 16 HUST gs 


a Source: see footnote Table Il. l. 
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vrovides a different and more avpropriate assessment of the temporal incidence 

of sunvort costs than the total net losses incurred in any particular year as 
reported by the Agricultural Stabilization Roard. The treasury costs of support 
programmes were allocated amons provinces in proportion to nrovincial production 
of the commodity in the supvort year, on the »remise that benefits would be 
distributed among provinces in roughly these »roportions. By these means changes 
in both the magnitude and the regional distribution of the treasury costs of 


price supports over time were examined. 


Butter price support programmes. The Agricultural Stabilization Board losses 
on butter support programmes for the dairy years 1958-59 through 1965-66 are 
shown in Table II. 3. These costs have varied widely over the period. Under 
the high support levels of the earlier years the Board's losses on butter 
ourchases rose to 133 million and %23 million in 1960-61 and 1961-62, and then 
declined under the amenaed supnort programme of subsequent years. (The total 
losses on the 1965-66 programme probably have amounted to more than the $515 
thousand shown, since the inventory value of butter acquired in that year was 
renorted at over 55 million as of March 1966.) However, the full cost of the 
support programme for butter in these latter years was much higher than the 
losses on butter purchased by the Board. These losses were reduced because the 
offer to nurchase orice was lowered and the Board acquired less butter, but the 
support price level wis maintained by producer subsidies (which were equivalent 
to deficiency payments) and the total treasury costs of the programme rose to 
the highest levels on record. In effect, the change in the method of supporting 
butter prices transferred a considerable part of the cost of the programme from 
consumers to the federal treasury, without affecting the combined consumer and 
government support costs. The downward trend in the costs of the programme after 


1962-63 is explained mainly by the reduction in the real support price which 
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contributed to a decline in butter production, and by the growth of domestic 
demand (due to vonpulation and per capita income zrowth) which nermitted the 

Board to raise its purchase price and reduce the direct wroducer subsidy, without 
accumulating suroluses. Throughovt the veriod 1958-59 to 1965-66 Ontario and 
“uebec have accounted for 65-70 per cent of butter production and have tended 

to increase their share over time. Thus apmroximately these proportions of 
feaeral expenaitures on butter rice sunoorts have been spent on behalf of 
proaucers in these provinces. The Prairie provinces also accounted for a large 
proportion of treasury costs, hut the combined share of these provinces declined 
from about 27 to 23 per cent. 

Details of the costs of butter price supports in 1966-67 and 1967-68 
were not available at the time of writing this report. Government vurehases of 
butter amounted to 61.5 and 80.4 million vounds in the vast two aairy years, 
and this increase with the concomitant rise in skim milk powder acouisitions 
was instrumental in raising the support wrice of cheddar in 1968-69 in order to 
divert milk into vroduction of that commodity. However, the price of butter in 
recent years has been suvported at close to a domestic demand-supoly euilibrium 
level, and the main impact of the support has been to minimize seasonal price 


fluctuations by government absorntion of storage costs. 


Cheddar Cheese “rice Sunvort frogramme. In commarison with the butter orogrammes, 


the treasury costs of supporting cheddar cheese have been low, mainly because 
the level of support has tended to be below the commercial market price (Table 
Il. 4). Between 1958-59 and 1962-63 the Agricultural Stabilization Board resold 
the bulk or all of its purchases of cheddar within the year of ourchase, and 
mostly in the United iingdom market. From 1963-64 on the Board did not acquire 
any cheddar, but subsidized nearly all exnorts of the product. This sarocedure 


had the apnarent advantage of avoiding campetition hetween the Board and 
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Table I1.4. Distribution cf Treasury Costs of Cheddar Price Support Programme, by Province 
1958-59 to 1965-66°" 


GanadeslPihel.. NaS. ON.B. Que. Ont... Man. Sask. Alta. B.C. 
$ (thousands) 


1750-59 72h it = fe We 47h y) us 13 6 
1959-60 128 ii - i LO 82 ei 0 2 ii 
1960-61 eats, 5 ~ Z 115 185 i al as * 
1961-62 666 5 - 5 200. 376 3 - ie 6 
1962-63 aie fd = 4 370 56k. y) - 14 8 
1963-64, ee 6 - . Stee AN ) = 11 p) 
1964-65 705 8 = é. Ae oD 5) = ai D 
1965-66 a 065 +E - 4 412 607 8 - Th 8 


a Sources: Annual Reports of the Agricultural Stabilization Board and project 
estimates of provincial distribution. 
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commercial exvorters in overseas markets, but the cost of subsidization did 
increase. Nearly all of the benefits (and costs) of these programmes were 
allocated to Ontario and “luébec, which accounted for over 90 per cent of 
cheddar prouuction. 

Cheddar price sunport cost details after 1965-66 were not known at 
the time of writing this report. The costs of subsidizing cheddar exoorts in 
1966-67 were anvarently about the same as in the oreceding year, namely $1.1 
million, and are helieved to have risen to nearly %2 million in 1967-68 when 
the maximum export suhsidy was increased from h¢ to 64¢ per nound. But in 
1968-69 hieher production and a maximum export subsidy of 154¢ ver vound should 
expand exports from 32 million pounds to about 40 million pounds and the total 


export subsidy to about 46 million. 


Other Price Supnort Programmes. after heavy purchasing of skim milk powder 

in its first two years of operation, on which it incurred losses an excess of 
$11 million, the Agricultural Stabilization Board did not actively support the 
price of skim milk powder again until 1966-67. In the interim the Agricultural 
Products poard supported the price of this product by purchase ana export at 
loss, and by subsidization of exports arranged hy the commercial trade. This 
agency was also resnonsible for the exvort subsidization of minor dairy products, 
including evaporated and condensed milk, dry whole milk and dry casein. The 
total overating losses incurred by the Agricultural Products Board in supporting 
dairy products amounted to over 510 million during the five year period 1962- 

63 to 1966-67, of which nearly 37 million was attributable to the support year 
1966-67.* In recent vears the exnort subsidization prozrammes have predomin- 
antly used the procedure of advising the trade of maximum subsidies per unit 


which the soard is prepared to vay, and leaving it to the trade to make the 


The Agricultural Products Board is primarily engaged in vrice support activities 
but is also responsible for famine relief and other food aid vrosrammes. 


asl as 


export arrangements and apply for the subsidy. 


In 1963-64 and 1964-65, the price of dried casein or caseinates was 
subsidized at the rate of 10 cents per pound "for the benefit of producers of 
milk.'' This programme, administered by the Agricultural Stabilization Board, 
involved a treasury cost of almost $4 million. Subsequently casein prices 
were supported by export subsidies administered by the Agricultural Products 


Board. 


The total cost of export assistance programmes in 1967-68 was 
somewhat higher than in 1966-67, and can be expected to be very much higher 
in 1968-69. In addition to the higher cheese export subsidies already referred 
to, substantially higher rates of subsidization of casein and skim milk powder 
exports, together with the need to prevent further stock accumulation of the 


latter commodity, presage total export subsidies of $17-19 million. 


In summary, prices of almost all manufactured dairy products are 
currently supported, by offer to purchase, by government export at loss, or 
by subsidization of commercially arranged exports. In total, the treasury 
cost of these programmes has ranged between $3 million and $15 million in 
recent years, but in view cf higher support levels the prospects are for 


higher expenditures. 


- 55 - 
(b) Direct Payments to Producers 

In contrast to deficiency payments which commit the government to make 
good the difference between the average market price and a guaranteed price, 
direct payments supplenent the market return by a pre-announced amount per unit 
of sales without any guarantee about the average total return. In the experienee 
of the Canadian dairy programmes, however, the market price has been supported 
and though no guaranteed price has been set, the government has announced target 
prices. Rather it is the establishment of direct payment eligibility quotas 
which has made this form of subsidy truly distinctive. In combination with 
eligibility quotas, direct payments can be used to encourage rapid resource 
reallocation and structural change, to alter the distribution of income and in 
general to pursue a number of policy objectives. The very flexibility and 
selectivity of direct payments as a tool of policy, however, can lead rapidly 
to adverse shifts in production or through arbitrary change to considerable 
uncertainty. In brief, this tool places great power and responsibility in the 
hands of the agency administering the programme. 

The treasury costs of direct payments have been high solely because 
the returns to recipivnt producers have been raised considerably above market 
prices. Direct payments in the sense of fixed subsidies per unit of sales are 
not new in the dairy programmes. Table I1.5shows the cost of these payments 
under various programmes from 1959-60 to 1967-68. Since the introduction of 
the new dairy policy, expenditure on direct payments has jumped to around $100 
million, as compared with $20 million in 1965-66. Close to three-quarters of 
the benefits of these programmes have accrued to Quebec and Ontario, the major 
dairy provinces. However, public concern has been focused not on the increase 
in treasury costs but on the distribution and impact of the payments. 

Quotas as marketing rights are not new to Uanadian agriculture and 


have been used for over three decades in fluid milk markets. But quotas as 
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rights to receive federal government subsidies are novel, and have appeared 

in the view of many to merit different consideration than marketing quotas. A 
major objection to quotas, once introduced, is that unless they are made readily 
negotiable, adjustments in the allocation and changes in the ownership of 
resources are impeded, with a consequent retardation of improvement in the 
efficiency of production and perpetuation of inequities between producers with 
and without quotas. The argument in favour of negzotiability is increasingly 
accepted by those concerned with fluid milk market quotas, and in most such 
markets quotas are negotiable with at most modest restrictions. The possible 
danger of speculative trading in quotas can be avoided by requiring an interval 
between the acquisition and sale of quota,* hy penalizing those quota holders 

who market less than their quota allotment, and by restricting trading in quotas 
to large minimum quantities. Another objection to negotiability is possible 

high prices of quotas which then add considerably and "artificially" to production 
costs. This argument, however, fails to recognize that it is not negotiability 
but the higher rate of return received by quota holders which makes the quotas 
valuable, and that the higher the return to quota holders and the more the 
availability of quotas is restricted, the greater will be the value of quotas. 

If these rights cannot he bought and sold openly, then their value will be 

built into the market prices of herds, farms or other physical resources to 

which quotas are attached under the programme. These values are "artificial" 
only in the sense that market returns are raised by marketing restrictions. 

The maximum price that an individual is prepared to pay for a quota is determined 
by the additional net return which he expects to get from his resources as a 
result of this right over a period of years. The minimum price for which a quota 
holder is prepared to sell his quota is determined by the value to him of the 


benefits thus foregone. In assessing the present worth of the anticipated future 


For examples of such regulations in fluid milk markets see the discussion 
under provincial policies. 
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stream of benefits individuals will discount these benefits by an appropriate 
rate of interest. That rate is likely to be higher than the commercial rate 
because of uncertainty about the magnitude of future benefits. Indeed one means 
of lowering the market value of guotas is to create uncertainty about the future 
of quota benefits; the corollary of this observation is that agencics or govern- 
ments are often under pressure to provide assurances about the future of quota 
programmes so that quota holders will not experience losses on their investment 
in quota, or to ensure that they will realize capital gains on selling their 
quotas. 

Do subsidy eligibility quotas merit different consideration than producer 
marketing quotas? What rights are conferred by a federal dairy quota? In an 
obvious sense, it confers a right to receive taxpayers! money, and from this 
observation many have inferred the impropriety of vesting quota holders with such 
a right Lor periods longer ™than a year, But this right is not intrinsically 
different from that enjoyed by fluid milk quota holders who receive what amounts 
to a tax on’ consumers of that product, or for that matter from the benefits 
enjoyed by producers of any commodity which is protected by tariffs, import 
licensing, or other devices. The Commission would appear to prefer to regard 
the federal quota as a means of allocating taxpayer funds rationally, and 
according to criteria of rationality selected by the Commission. Do these 
quotas impede resource mobility, or create inequities between those who have 
and those who do not have such rights? The Commission's response would appear 
to be’ "no' cen both counts: first, on the grounds that it is prepared to reallocate 
quota by reducing or eliminating the quota rights of those who do not sell as 
much as their quota allotment or who quit*, and increasing the quota allotment 


of those who sold in excess of their quotas; second, it is prepared to transfer 


“Or who fail to produce as much as 12,000 pounds milk eouivalent, under the 
present regulations. 
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quota to entrants to dairy vcroduction provided that their sales capacitv is at 
least 100,000 pounds per annum. The Commission's opposition to making the quotas 
negotiable therefore, is not based on objection to efficient resource reallocation 
within the manufacturing dairy sector, nor to a wish to exclude potential entrants 
from direct payment benefits. Clearly the quotas do have value, but this value 
is transferrable from holders to entrants onlv when accompanied by the transfer, 
through bona fide sale, of the physical facilities required for milk production.* 
Since the Commission is willing to consider an application for quota transfer on 
the basis of properly documented offer of purchase and sale prior to the actual 
conélusion of the transaction; the value of the quota can) be (and undoubtedly is) 
included in the sale price. Uncertainty over the future of the direct payment 
quota programme undoubtedly serves to reduce the capitalized value of quota 
which is added to the value of the transferred physical resources, but it cannot 
reasonably be argued that such capitalization is not occurring. 

The Commission's resistance to negotiability is presumably based either 
on reluctance to declare explicitly its long-term dairy policy, or more likely 
on its unwillingness to sanction open trading of government subsidy rights. 
Neither basis appears to be justified. In the interests of promoting economic 
sized units, using modern dairy production techniques, a clear commitment to a 
long-run policy is imperative,and as pointed out earlier, the difference between 
subsidy cligibility and marketing quotas is insubstantial. 

The criteria used by the Commission in reallocating quota seem to be 
(a) long-run efficiency of resource use, (b) equity between extant quota holders 
and potential quota holders, though with first consideration being given to the 
former, and (c) a definite limit on the total amount of quota and the total 


subsidy cost. Justification for the Commission continuing to assume responsibility 


3 ae eee 
Whether this includes solely the herd, or other physical facilities as well, 
is not clear. Available farmer reports indicate that transfers are occurring. 


eo Gime 


for quota reallocation in our view, can be based only on the grounds that that 
agency can more nearly satisfy the first two criteria than would an open quota 
market. We doubt that this premise is true, since it would imply that the 
Commission had detailed knowledge of at least the production costs and returns 

of quota holders and potential entrants. Should quotas be made negotiable, 

their value will become capitalized into production costs as they are sold, but 
this is occurring and wiil continue to occur go far as entrants to the programme 
are concerned. Capitalization of quota values into production costs admittedly 

is less under the present system for those quota holders who increase their quota 
by expanding production. In this case capitalization will occur through bidding 
for the requisite additional resources on the basis of expected returns from direct 
payments as well as from markets, and these resources would be characterized by a 
relatively elastic supply. The additional costs thus avoided, however, appear to 
be more than offset by the reduction in efficiency gains under a system of agency 
allocation of quota. Moreover, the pressures on the Commission with regard to its 
quota allocating powers and the difficulties of allocation decisions are bound to 


increase with time, resulting eventually in extremely difficult political choices. 


The magnitude of any capitalization depends greatly on the future of 
the direct payments programme. If it is made clear that this subsidy will be 
gradually phased out, the value of quotas will be much iess than if it appeared 
that the programme would continue with little change. Phasing out could be 
accomplished by progressively raising the minimum sales level for subsidy 
cligibility and/or by gradually reducing the unit subsidy payment. The former 
would provide most incentive for growth of larger enterprises and for the with- 
drawal of small enterprises. Although it would lead to the anomaly of subsidizing 
only the large producers, that subsidy might be phased out. Progressive reduction 
in the unit subsidy payment would make structural reorganization more dependent 


on market forces, and have the possible advantage of provoking less criticism on 
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the basis of differential treatment of producers. 

The initial orientation of the direct payments programme was to raise 
substantially and immediately the incomes of dairy producers, many of whom were 
believed to be facing serious economic difficulties, (Gradually the maim emphasis 
of the programme has shifted toward stimulating the growth of economic sized 
units, which presumably would require much less government assistance. We can 
only speculate on the reasons behind this reorientation. Certainly it should 
have been clear from the start that whereas the producers facing the most serious 
income problems predominantly had small output units, the biggest subsidy payments 
would go to the largest producers. At best the programme has encouraged small 
producers to enlarge their scale of operations, at worst it has dissuaded many 
who should have found alternative employment from doing so. Obviously the 
majority of the small output dairy enterprises cannot be expanded to form viable 
units. From the viewpoint of the interests of these producers the programme 
wis strictly short-run, and even short-sighted. 

Since 1966-67 the number of manufacturing milk and cream producers 
participating in the direct payments programme has declined by approximately 
one-third. In 1966-67 there were just over 165,000 such subsidy recipients. 
Exclusion of any fluid shippers in the 1967-68 programme eliminated over 20,000 
participants. But so far as manufactured milk and cream shippers were concerned 
no attempt was made in issuing quotas to restrict the number of participants in 
that year, in fact, the net change between quotas issued in 1967-68 and subsidy 
recipients in the previous year was only about 500. However, of the individuals 
who were issued subsidy eligibility quotas, 21,000 did not ship milk or cream 
and consequently received no subsidy. Subsidy recipients in 1967-68 thus numbered 
less than 144,000, a decline of 13 per cent from the previous year (Table II. 6). 
About 80 per cent of the 21,000 were shippers of less than 50,000 pounds, and 


predominantly they were locited in the two central provinces and in the Prairies 
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(50 per cent and 43 ver cent, respectively). In 1968-69 approxinately 25,000 
producers who had shipped less than 12,000 pounds of milk equivalent were excluded 
from the programme; of these 74. pér cent were Prairie producers, and: le per cent 
were in Quebec and Ontario. Another 8,000 producers in the 12,000 to 50,000 
pounds class failed to apply for auota rishts, and presumably went out of busi- 
ness, and we csiamite that about 1,000 producers in the 50,000 pounds and over 
class also quit dairying. Thus, the total number of quota holders in 1968-69 
is down to about 110,000 shippers, a reduction of over 23 per cent. It is not 
known how many of the 25,000 shippers excluded from the programme have actually 
gone out of dairy production; we would surmise that a minority whose production 
is based on exceedinsly low cost pasture feed and family labour (especially in 
the Prairies) are continuing to milk some cows, but clearly their contribution 
tO market salesyis nop ligible, 

The significant aspect of these changes is that the Commission has 
played a modest role in the rationalization which has occurred. About 30,000 
of the 55,000 producers who have left the programme in the past two years went 
out of business in spite of federal direct payments. ‘Without doubt a good 
proportion of the 25,000 excluded this year would have gone out of dairy pro-= 
duction anyway, end, as already noted, 2 number of other small producers have 
no doubt continued in production notwithstanding the loss of subsidy payments. 
The Commission has done nothing to encourage small scale producers to find 
alternative employment, it has merely cut off from direct payments some 25,000 
producers who have been receiving such subsidies for the past two years; in 
brief it his reversed (and presumably in its own view, corrected) the policy 
decision made in 1966 to encourage these producers to remain in production.* 


Un the. positive side, it should be noted: that this year, in its first major 


“It should be recalled that the 1965-66 programme specifically excluded shippers 
of less than 10,000 pounds from direct paynents. 
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attempt at quota reallocation, the Commission has granted larger quotas to shout 
37,000 shippers of whom the great majority hid had quotas in excess of 50,000 
pounds. The increment in quota which they received wis equal to the excess of 
their shipments over their quota in 1967-68 up to a total quota limit of 300,000 
pounds. Clearly, producers in the under 50,000 pound class, predominantly 
operating a low investment dairy enterprise, were not as a group interested in 
expanding to sales of over 50,000 pounds (Table II.7). In contrast, about one- 
half of all producers in the larger sales classes exceeded their quotas, but the 
Per cent’ by which they exceeded their quotas declined with size. This evidence 
strongly suggests that the upper limit of 300,000 pounds on subsidy eligibility 
acted as a disincentive to output expansion beyond this level, although the 
fact that the few shippers with quotas in excess of 300,000 pounds also increased 
their sales indicates that the disincentive was not ahsolute. Encouraging 
though these changes in the structure of the dairying sector arc, the precedent 
ereated by allocating additional ouota on the basis of sales an excess of quota 
is ominous. Jt could result in considerable expansion of milk output based not 
on current market returns, but on anticipated future returns from markets and 
direct payments. Without wishing to labour the point, we feel it necessary to 
stress that such reallocation could have been accomplished less arbitrarily and 
more effectively by permitting quota negotiability. 

Government attitude towird the small output producers ippears to have 
hardened as 2 result of cviaence from the 1966 U.L.A. dairy survey which showed 
tha a large proportion of these farmers had only a minor dependence on dsiiry 


income.* Undoubtedly concern ahout the treasury costs of the programme have 


“Information supplied with the quota anplicztions of producers who shinped 
between 12,000 and 50,000 pounds in 1967-68 confirms this view. Over 50 per 

eent of these producers derived less than on¢=quarter of their total farm 

cash income (inclusive subsidies) fron dairying: However, this is not. equivalent 
to saying that their dairy incom. was unimportant to them. 
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also influenced its development. Hopefully, the shift in the emphasis of its 
objectives reflects increasing governnent interest in long-run reorganization 

of the primary dairy sector. However, it must also recognize that direct payments 
peared to sales ievels, like high market support. prices, do little to signifi- 
cantly improve the welfare of poor farmers or the efficiency of production in 


the primary dairy sector. 


(c) The total cost of dairy programmes 

The diversity and number of changes in federal dairy programmes over 
the years makes ready assessment of the extent of government assistance difficult. 
Table II. 8 provides a summary of the treasury costs of these »rogrammes and a 
means of partially gauging the degree of government assistance from 1962-63 to 
1968-69. In total, treasury costs have doubled in recent years, primarily because 
of the new programme of direct payments to producers, introduced in 1966. Costs 
attributable to supvort of market prices, however, have also increased rapidly. 

If the incentives provided by higher total returns for manufactured milk and 

cream since 1966 do result in expanded production, market orice support costs 
will continue to increase whereas meee payments costs are limited by global 
quotas. 

While the treasury cost of dairy programmes has risen, the number of 
producers benefitting from this assistance has declined. Reasonably accurate 
estimates of the number of such producers are available only since 1965-66. The 
Agricultural Stabilization Board count of dairy farmers receiving direct payments 
in that year was 179,2423;* in addition about 30 thousand producers with sales 
of less than 10,000 pounus and probably a similar number of fluid shippers were 


not entitled to participate in the programme. Therefore, the total treisury costs 


S4 
Ww 


J.J. White ana V.A. Heighton, The Structure of the Canadian jiianufacturing Milk and 


Cream Industry. 
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Table Ih .e The Total Treasury Costs of Lairy Programmes 
1962-63 to 1968-69 


1962-63 1963-64 


Direct Payments Dein 190us aig k 3S 

Offer to, Purchase 
Losses 3,ce3 Degen 
fixport Subsidization 2,838 876 
Total Gh,S57 48,931 


a Includes all direct subsidies. 


1964-65 1965-66 1966-67 1967-68 1968-69 


4 (thousands ) 


38,229 4h,597 93,861 98,229 


3,014 66, 1,443 4,784 


1005) 2 Sit. Seen Pen 
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b Losses for 1965-66, 1966-67 and 1967-68 include project estimates of losses on 


end of year inventory. 


ec Total export subsidy fund, including any unused portion which would be paid 
as a direct subsidy bonus to producers. 


d canadian Lairy Commission budget. 
programme administration costs. 


Other years do not include allowance for 
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were in the order of 3250 per vroducer in 1965-66. The following year 165,061 
manufactured milk and cream oroducers and about 21,600 fluid shivners received 
direet nayments, possible another 3,500 fluid shipners aid not, and treasury 
costs averaged about $500 ver nroaucer, In 1967-68 there were 143,766 pvroaucers 
receiving direct nayments and nos-ihly 21,009 fluid shipners who were excluded, 
so that the average total >orogramme cost was close to %700 ner producer. From 
available information the 110,000 manufacturing milkanc cream shippers with 
quotas in 1968-69 can he exnected to incur total tre:sury costs of %1,000 
each, even after allowance is made for the supnart costs of manufactured 
products derived from milk produced by fluid shippers, 

The consumer cost of support programmes for manufactured dairy products 
was at lexst $100 mil!ion in 1967, The combined treasury and consumer costs 
of suvport orogrammes thus were over $200 million, a total which may be 
compared with farm cash receipts from manufecturing milk and cream (inolusive 
of direct payments) of some 5470 million, A better perspective of the extent 
of gavernment assistance is obtained from the fact that treasury costs alone 
amounted to one-quarter of all cash receipts from manufacturing milk and 


cream, and accounted for most of the net income from dairying. 


(d) Policy planning 

The federal government since 1965 has made a concerted attemot to 
develon rolicies oriented toward the nroblems of the crimary dairy seotor, 
instead of merely using price supports to bolster markets for dairy vroducts, 
the existence of structural differences and attendant differences in economie 
problems within the sector have been acknowledged in the new policy, and 
measures have been implemented with the object of ranidly raising the incomes 
of manufacturing milk and cream producers, anu of accelerating rationalization 


of the predominantly small scale structure of dairying. The semblance of a 
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long-run policy for the sector has been evolving. 

Unovestionably, the newly created vanadian vairy Conmission has been 
essential to the administration of the new programmes and has contributed to 
the development of dairy policy. In our view, however, it is unfortunate that 
nolicy planning and policy administration were not made distinct resnonsibilities 
of co-ordinated but separate government bodies. The problems of policy 
adninistration compel a predominantly short-run concern and outlook. Policy 
planning, in contrast, must. take a lonser-run perspective, if it is to he 
effective. Assigning both these tasks to the Commission has made its 
responsibilities too broad, and as a consenuence policy planning has suffered. 

The ohjectives of the Commission as stated in the Canadian Lairy 
Commission act are too general to provide clear criteria by which to assess 
the agency's performance, but the statement does broadly outline the Commission's 
responsibilities: 

"The objects of the Commission are to provide efficient 

oroducers of milk and cream with the opportunity of 

obtaining a fair return for their labour and investment 

and to provide consumers of dairy prouucts with a 

continuous and adeauate supply of dairy products of 

hizh quality." (Section 8 of the Act) 
within budget constraints the Commission was given very broad powers to attain 
these objectives. The latter, in practice, apvear to have been (i) raising 
incomes of producers whose earnings were judged inadequate, and (ii) re- 
organization of the structure of the industry to make it more efficient. 

The predominance of low income problems among dairy producers has arisen 
from the fact that many of them operate small scale dairy enterprises on low 
output farms. Solutions to such vrohlems in most cases recuire develooment of 
other farm enterprises or obtaining off-farm employment; few have the managerial 


ability and resources to exoand their dairy enterprises to form viable units. 


Yet it is only through the latter alternative that the Commission is emnowered 
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to resolve low income problems in dairying: it can encourage vroducers to expand 
their dairy enterprises or to quit milk production, but the main forms of 
adjustment lie beyond the authoritv of a commodity oriented agency. 

Instead the Conmission anpears to be concentrating on rationalization 
of the primary sector. Its principal means for attaining this objective are 
the incentives provided by subsidy payments directed to those producers who, 
by virtue of their size or growth, the Commission wishes to encourage. 
Unfortunately, as the Commission succeeds in enlarging the size of dairy enter- 
prises it will be incre‘isingly directinz its subsidy programmes toward large 
output producers for whom such assistance will be hard to justify, except on the 
grounds that these units had evolved in resvonse to the Commission's programmes. 
To make the point crystal clear, we will suppose that the Commission succeeds 
in making 300,000 pounds of milk the smallest size of dairy enterprise: it will 
still have to subsidize dairy producers very heavily because their level of 
production and costs typically will be based on market returns plus direct 
payments. The treasury cost of dairy prozrammes is already difficult to justify. 
This expenditure, average over the 110,000 wrocucers who are participating in 
the airect payments programme, amounts to about %1,000 ner producer, even after 
allowing for the benefits accruing to fluia milk shinpers from price suvports 
of manufactured dairy nroducts. Many producers are receiving close to 34,000 
in benefits. lioreover, elimination of vroducers with sales helow 50,000 pounds 
of milk will raise the average treasury exvenditure per oarticipating producer 
to close to 42,000. Such rates of subsidization of dairy producers will 
inevitably create pressures for quid pro cuo treatment by other farmers, and 
raise criticism by the nonfarm public of a policy which results in large 
treasury costs and prices of dairy nroducts which are appreciably higher than 


world market levels. 
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Similarly, the handling of quotas reveals deficiencies in policy 
planning. In 1966, the first year of the new policy, the supply consequences 
of unlimited output subsidies were ignored, and most fluid shippers as well 
as all shippers to manufacturing markets were entitled to receive payments. 

(In 1965 fluid shippers and the smallest output producers had not been entitled 
to supplementary payments). In 1967 fixed quotas based on 1966 sales were 
introduced, producers were encouraged to limit their sales to domestic and 
commercial export market requirements, and fluid shippers were excluded from the 
vrogramme. In 1968 quotas were increased by the amount by which quota holders 
in the previous year had sold in excess of their quotas, and the smallest output 
shippers were made ineligible for direct »ayments. These reversals in policy 
imply a trial and error approach to planning, and are inimical to the sound 
long-run planning by vroducers necessary for rationalization of the economic 
structure of dairying. The basis on which additional quota was allocated this 
year would seem certain to result in a substantial output expansion by producers 
in the 50,000-300,000 pound range in anticipation of a similar basis of alloca- 
tion next year, unless producers are deterred by the uncertainties of the 
policy. The Commission could change its decision rule in 1969 to suit the 
expediency of the situation, but this consideration only serves to emphasize 

our concern about the lack of explicit lonz-run policies. 

There is room for doubt also about the appropriateness of the Commission's 
pricing policies. These anpear geared to accelerate the decline in cream 
shipments as a proportion of total sales, and to expand production of solids- 
not-fat dairy production beyond domestic requirements. It may be argued that 
such products are more readily disnosed of on export markets than butterfat 
products, but it should he recognized also that the need for the high rates of 
export subsidization introduced after considerable hesitation in April of this 


year, will be a continuing one. The Commission may hope that the present 


high costs of market supports and direct payments will gradually decline with 

the growth of the domestic market and the development of more efficient produc- 
tion units. However, it seems clear that such a hcpe cannot be realized for some 
years. Recent pclicies apparently have encouraged replacement of many small scale 
production units based on family labour and low cost feed by larger enterprises 
dependent on higher rates of return. Rising input prices, especially of labour, 
and capitalization of economic units accruing to larger scale dairy enterprises 
will tend to increase average production costs. Market prices, on the other hand, 
will not increase until reduced production and/or domestic market growth eliminate 


surpluses of dairy products. 


In brief, our major concern about the direction of present dairy 
policy is that it appears to set aside the implicit basis of past pclicies. 
namely, the dependence of low-income areas on dairying, and to substitute what 
can be most generously described as an approach predicated on the eventual 
ability of a manufacturing milk industry to compete unsubsidized within a closed 
Canadian market. The feasibility of this objective appears most uncertain, the 
costs are unquestionably high, and the interests of low-income producers appear 


to have been overlooked. 


(ii) A review of recent provincial pricing policies. 

All provinces have legislation controlling the sale of milk for fluid 
use, and most provinces also have explicit policies but with more limited objec- 
tives, with regard to milk for manufacturing use. Fluid milk policies have been 
directed toward the twin objectives of enhancing producer prices and maintaining 
continuity of supply of quality milk to urban consumers. The genesis of provincial 
control in this market was the depression of the 1930's when economic conditions 
resulted in low prices, extreme competition among primary producers and distribu- 


tors, and a threat to both the continuity of supply and the maintenance of milk 
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quality, especially from a health standpoint. Controlled entry of primary pro- 
ducers into this market created a favourable bargaining situation for fluid 
shippers, and in the relatively stable conditions of the post-war period the main 
issues with regard to fluid milk policies have been the level of prices and access 
by other milk producers to the fluid market. ‘The urgency of these issues has varied 
with returns and alternatives to milk production; in the Prairie provinces, espec- 
jally in Saskatchewan, comparative advantage has been associated with grain and with 
livestock enterprises other than year-round milk production, and even at relatively 
high fluid milk prices the issue of market access has not been of major importance. 
In many parts of Ontario and Quebec, year-round milk production has been strengly 
competitive with alternative cnterprises, and pressure for entry into the fluid 


milk market by manufacturing milk shippers has been marked. 


The purpose of this review is to outline provincial dairy policies, with 
special emphasis on those aspects which are closely related to federal poe 
The discussion is divided into: 

(a) fluid milk marketing quotas 

(b) fluid milk pricing 

(c) price pooling 

(d) manufacturing milk policies 

(e) interrelationships between current federal and 


provincial dairy policies. 


(a) Fluid milk marketing quotas. The method used to restrict access to fluid milk 
markets is that of marketing quotas. These quotas are obtained either by a contract 
with a dairy cr are issued by a provincial authority such as a marketing board, 
which acts as an intermediary between dairies and pruducers. Quota holders receive 


a minimum (Class I) price, which is set by the provincial authority, for shipments 


x 
Provincial legislation with regard to dairy substitutes is discussed in Section IV. 
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at least up to the amount of their quota. These quotas may be negotiable with 
limited restrictions, or they may be bought and sold only through sale of the 

dairy herd or farm. Where issued by a dairy, the ability of a farmer to pereaae 

his quota and the ability of other milk producers to enter the market without pur- 
chasing quota frem an extant fluid shipper, is limited by the sales fortunes of 

that dairy. Moreover, average quota and non-quota milk prices, gross odftransportation 
charges, vary under such circumstances, often considerably, from one dairy to another, 
even between producers with a similar percentage of quota. The reasons for this 

are usually based on factors affecting returns to the dairy from non-fluid product 
sales, but the very variation in producer prices gives rise to claims of producer 
discrimination, sub rosa practices, and of other inequities. Associated with pro- 
ducer-dairy contracts is the common restriction of milk collection and distribution 
to areas specified by the provincial authority, which results in reduced competition 


and inter-area inefficiencies in resource use. 


The pros and cons of quota negotiability have been discussed in section 
II, (i), but comparisons of provincial approahces to this issue help to illustrate 
and amplify conclusions drawn in that section. Jn most provinces fluid milk mar- 
keting quotas are negotiable only by sale of the dairy herd. In British Columbia, 
Ontario, and Manitoba, however, quotas can be bought and sold separately from the 
dairy herd, and this is true also of Alberta although in that province the price 
of quota is fixed (currently at $2.90) and the Quota Committee of the Public Utility 
Board exercises considerable control over such transfers. In Saskatchewan alter- 
natives to fluid milk production appear tc make the value of quotas very low so 
that negotiability has little current relevance in that province. While quotas 
do have a positive value in all other provinces, the current price is known only 
for British Columbia (over $20) and Ontario (about $6). Except in Ontario, quotas 


are tied to a particular dairy. The Ontario system under which the provincial 
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board acts as an intermediary between dairies and producers has advantages of 
flexibility and of facilitating market rationalization and control of transporta- 
tion costs. But while avoidance of a direct relation with distributors is an 
advantage to many producers, the existence cf major co-operative dairies creates 
difficulties for implementation of such a structure in most provinces. These 


difficulties have important implications for price pooling. 


Quota volume is typically based on production in the months of lowest 
shipments. Such quota bases, of course, serve to encourage year-round production, 
while still permitting producers to vary output above qucta levels in response 


to seasonal variation in production costs. 


One of the most common fears expressed about quota negotiability is 
that it would encourage speculation, and thus permit substantial gains to accrue 
to non-bona fide producers and cause high or very unstable quota prices. Those 
provinces which permit negotiability have avoided these problems by stipulating 
that quota cannot be sold for some period after its acquisition: in British Columbia 
5 years, in Alberta 2 years, in Ontario 6 months. Since the quota is treated as 
an obligation on the part of the producer to ship milk to the fluid market, quota 
holders who fail to ship at least their quota volume without appropriate cause are 
subject to loss of part or of all their quota rights. Stipulation of minimum quota 


volume for trading and shipping also serves to minimize speculation. 


Experience with the resource reallocation effects of quota negotiability 
is limited, but in those markets where it is permitted the evidence supports the 
argument that negotiability furthers lower production costs through reallocation 


of resources from small to large producers. 


(b) Fluid milk pricing. The methods used to price milk shipped by fluid producers 
vary among provinces and are complex. In general, producers receive a Class I or 


top price for milk shipped up to quota levels, a lower price for milk surplus to 
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fluid requirements but not to the requirements of dairies for non-fluid sales, 

and a still lower price for milk which is surplus to the total requirements of 
dairies. Although the definition of Class I milk varies slightly across eacaae 
all provincial agencies fix a minimum producer price for Class I milk. Generally 
they seek to establish minimum prices for other clasges also, but the number and 
definition of classes, the extent of control and the method of determining approp- 
riate floor prices, vary greatly. In British Columbia, formulas are used to set 
class prices; in Alberta production cost data and briefs submitted by producer, 
distributor and consumer groups are used to determine prices; in Ontario the Board 
sceks to ensure prices for milk used for manufacturing which are consistent with 
federal market support levels for manufactured dairy products; in Quebec prices 
other than for Class I are determined by negotiation between the trade and local 
(regional) producer boards. However, with few exceptions, the ability of the 
provincial policy authority to establish minimum prices for milk other than Class I 
and other liquid product classes is limited by inter-provincial trade, local proces- 
sing costs and plant capacities, it is the fcderal market support programmes for 


dairy products which determine prices of the lattcr classes of milk. 


Federal market price supports effectively create an almost perfectly 
elastic demand for milk for manufacturing use at levels very close to those cur- 
rently prevailing. Since the demand for milk for fluid purposes is strongly in- 
elastic, it is apparent that though provincial authorities are practising user 
price discrimination in milk markets, they are not maximising the short-run gains 

* x ’ 2 : : : 
to such discrimination. Admittedly, provincial policy makers have been inhibited 


in raising fluid milk prices by lack of information about even short-run consumption 
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Ice cream ig a major exception because transportation costs permit wide regional 


price differentials. 
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To maximise short-run gains, fluid milk prices would have to be raised to levels 
where the elasticity of demand was greater than unity. We have little basis for 
assessing exactly what levels would attain this objective, but it is clear that. 
they would be very much higher than current levels. 
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effects, by fear of stimulating substitutes and altering preferences adversely 
toward milk in the long run, and also, in the Prairies, by direct consumer represen- 
tation. Nevertheless, it seems clear that provincial authorities have not assumed 
the maximization of producer returns as the objective cf pricing policy. In the 
post-war years, the retail price of milk (per quart container) has risen only 
slightly faster than the general level of prices, and the farm level fluid milk 


prices have been about constant in real terms. Manufacturing milk prices have 
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fluctuated mcre and in real terms have declined over the post-war period. Not 


surprisingly, it is manufacturing milk shippers who have been most concerned 

about price levels, and where such shippers account for a large proportion of all 
milk producers there has been major concern about the price advantage conf2rred 

to fluid producers. When allowance is made for the higher costs of production for 
the fluid mareenee the costs of purchased quota rights, and the fact that fluid 
shippers do not receive Class I prices on all their production, the differentials 
between average returns to these two types of shippers are much less marked than 
between fluid and manufacturing prices. In Ontario, differentials in average market 
returns were between $1.50 and $1.90 per 100 pounds in recent years, while dif- 
ferences in costs between fluid enterprises and the larger manufacturing enter- 
prises appear to be about $1.35 (Tables 1.13, 1.16). However, such differences are 
large in relation to manufacturing milk prices, and in some provinces have caused 
concern about producer discrimination and stimulated interest in price pcoling. 

The effect of federal direct payments has been to substantially reduce, though not 
eliminate, differences in net returns between typical manufacturing and fluid 


shippers. 


These are market prices and do not allow for direct payments to manufacturing 


milk shippers. 
AK 
Associated with health standards required and seasonal continuity of supply. 


(c) Price pooling currently is practised in British Columbia, Ontario and in the 
Montreal markets. In its simplest form, pooling would mean paying all producers 

in a pool area the same price per 100 pounds of milk of standard butterfat content 
gross of transport costs. However, such a system would fail to reflect at the 
producer level the differences in prices between fluid and manufacturing milk 
markets, and would thereby encourage production resulting in dilution of pool 
prices. Pooling, as practised in Canada, is instead a means of providing all pro- 
ducers in the pool area with equal access to the higher priced market. It is 
closely related to the issue of negotiable quotas. Its implementation and advan- 
tages can be illustrated best by reference to the system being introduced in Ontario 
this year. On March 1, 1968, Grade A quality milk pooling went into effect for 

all existing fluid producers in the province. Prior to that date the proportion 

of quota to total production varied widely among fluid shippers and without negoti- 
ability the disparities could persist due solely to local market conditions. Pooling 
gave all shippers an initially equal proportion of the fluid market relative to 
their production in the base period. and terminated individual producer-distributor 
contracts. As a result about 70 ner cent of all fluid shippers received an increase 
in quota, while 30 per cent had their quctas reduced. The pool consists of fluid 
milk requirements plus a 10 per cent margin to allow for seasonal variation in 
supply-demand. At prices of $6.10 for fluid and $3.54 for the 10 per cent surplus, 
the pool price is $5.86. Milk in excess of the pool quantities (i.e., in excess 

of 110 per cent of fluid requirements) is currently priced at the manufacturing 
price of $3.54, suggested by the Canadian Dairy Commission ag equivalent tc its 
price support levels for butter aud skim powder. Thus producers receive $5.86 for 
their quota milk and $3.54 for milk in excess of their quota. Negotiability of 
quota means that producers can increase or reduce their quotas. Moreover, effective 


September 1, 1968, manufacturing milk shippers who meet requirements for shipping 


For most producers the quota base period was August, 1965 through July, 1966, 
exclusive of April, May and June. 
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to the fluid market are permitted entry into the pool on a graduated basis over 

a four-year period so that by September 1, 1972 they could have the same propor- 
tion of quota milk relative to their base production as existing fluid shippers 
currently possess. In addition, qualifying industrial shippers can purchase quota 
from extant fluid shippers. In British Columbia where pooling and quota nego- 
tiability have existed for some years virtually all qualified milk shippers have 
been absorbed into the pool, although their proportion of quota varies by virtue 
of production changes, sale and acquisition of quota, and graduated entry. Price 
pooling need not be accompanied by termination of producer-dairy contracts, and 
the existence of large co-operative dairies in many provinces does not favour the 
Ontario pooling model. However, maintenance of such contracts tends to tie pro- 
ducers to particular dairies and requires considerable regulation to minimize mar- 


ket imperfections and the resultant immobilities in resource use. 


Thus price pooling together with quota negotiability serves to provide 
all qualified shippers with equal opportunity of access to the higher priced fluid 
market, while ensuring that production at the margin will be priced at the marginal 


market price. 


(d) Manufacturing milk policies. Only Ontario and Quebec, the two provinces with 
a large manufacturing milk sector, have had price policies for manufacturing milk 
shippers. In Ontario, as explained above, this policy is oriented toward removing 
inequities between fluid and manufacturing shippers, and among manufacturing ship- 
pers in different parts of the province, through establishing uniformity in the 
terms and conditions of contracts, establishing uniform f.o.b. plant prices con- 
sistent with federal support levels, and pricing milk shipped by fluid producers 


but used for manufacturing purposes at manufacturing milk prices. 


Prior to April, 1967, the province of Quebec subsidized manufacturing 
milk and cream shipments, initially through milk plants and subsequently by direct 


payments to producers. Processors in Ontario alleged that this programme permitted 
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plants in Quebec to procure milk requirements at lower cost and that this was 
unfair competition, while Ontario shippers were concerned that their counterparts 
in Quebec were being treated more favourably. The Ontario government introduced 

an equivalent subsidy in October, 1966, but the difficulty was finally resolved 
when, in April, 1967, the federal government assumed responsibility for all sub- 
sidization of manufacturing milk, increased its support prices, and both provin- 
ces agreed to discontinue their subsidy programmes. The situation illustrates well 
the dangers of provincial subsidies which distort inter-provincial competition 


and tend to competitive subsidization. 


Provincial policy has played an important role in diverting cheese from 
domestic to export markets and by this means attempting to raise cheese milk prices 
and gross producer revenue. For some years Ontario, initially under the Cheese 
Producers' Marketing Board and most recently under the Milk Marketing Board, has 
practised a two-price policy whereby cheddar cheese was bought at prevailing prices 
on provincial exchanges and sold at a lower price on the British market. The 
difference was financed partly by a levy on all Ontario produced cheddar and partly 
by federal subsidies, but at the beginning of the current dairy year the Canadian 


Dairy Commission assumed the entire responsbility of subsidizing cheese exports. 


All provincial policies influence market returns for manufacturing milk, 
indirectly through fluid milk price administration, and directly in many provinces 
through price setting for part of the surplus of fluid shipments. But for all 
practical purposes it is federal policy which currently determines the prices 


received by manufacturing milk and cream shippers. 


(e) Interrelationships between federal and provincial price policies. Several 


aspects of the interrelationships between provincial and federal dairy policies 
have already been touched on. It is clear that dairy policies among different 


provinces and at the national level should not be implemented without recognizing 
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the regional interdependence of the industry. Indeed the Canadian Dairy Commission 


was intended to work with the provincial boards to facilitate policy co-ordination. 


In many important aspects of dairy policy the division of responsibility 
between the Canadian Dairy Commission and the provincial boards is clear cut. The 
latter have responsibility for fluid milk markets, and market reriopatizecion 
as well as licensing and inspection of prccessing facilities and enforcement of 
standards throughout the industry. The Canadian Dairy Commission is responsible 
for determining minimum prices for major manufactured dairy products, for export 
subsidization and control of imports. However, there are several areas in which 
the activities of provincial boards and the federal agency overlap, and some which 
present potential conflicts of interest. In most instances any adverse effects 
of responsibility can be removed by consultation and agreement on the part of the 
agencies involved. The removal of competitive subsidization of manufacturing milk 
is one example. In the case of cheese export subsidies, it seems clear that if 
cheese milk prices were raised in one province, lack of control of diversion of 
milk from other uses to cheese, both in that province and others, would result in 
distribution of any benefits throughcut the national primary sector. The payment 
of levies by cheese milk shippers in one province to help finance export subsidi- 
zation would make their net benefits lower than that of shippers in other provinces. 


Obviously, such a programme can be financed equitably cnly at the national level. 


The acceptance by the Canadian Dairy Commission of responsibility for 
export subsidization of cheese and the agrement by Ontario and Quebec to relinquish 
manufacturing milk subsidies still leave some major areas of potential conflict 
among price policy agencies. The base excess method of allocating increases in 
fluid milk quotas prevalent in most provinces tends to encourage over-production 


by fluid shippers, and in this case it is the federal government which has to pay 


* 
Standardization of terms and conditions of sale and related matters concerned 
with the removal of market imperfections. 
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the cost of underwriting provincial policy. Similarly, the difficulty of acquiring 
fluid quotas in many parts of provinces where such quotas are not negotiable means 
that any expansion by manufacturing milk shippers adds to the total supply; where 
quotas are readily negotiable such expansion can result in the transfer of a share 
of the fluid market to manufacturing shippers and thus substantially reduce or 
avoid an increase in total milk supply. In both these respects the recent changes 
in Ontario's dairy policy contribute to minimization of milk surpluses and serve 

to reduce the federal costs of support pregrammes. However, since under the Dairy 
Commission policy producers with fluid quotas have been ineligible to participate 
in the federal direct payments programme, part of the burden of support of returns 
to manufacturing milk was shifted from the Commission to the Ontario fluid milk 
pool. Nor was the contribution of the Ontario policy of qucta acquisition through 
negotiability to the avoidance of surplus milk recognized at first by the Commission. 
As a result of negotiation between the Ontario Milk Marketing Board and the Ccommis- 
sion, fluid shippers in the province are now to receive federal direct payments on 
all milk in excess of 125 per cent of their fluid sales up to the level of the 
federal quota which they held in the past. In the case of existing fluid shippers, 
their federal quota is determined as the volume of shipments on which they received 
direct payments in 1966-67; for manufacturing shippers transferring into the pool, 
the federal quota will be the same as prior to their transfer. Obviously, under 
these terms, few shippers participating in the Ontario pools will receive direct 
subsidies and those who do will typically receive small payments. But the change 

is a step in the right direction, if direct payments are to be continued. Precedent 
for payment of subsidies to fluid shippers existed in the application of the federal 
progrmme to British Columbia, where direct payments were paid on milk in excegs of 


k 
the pool quota. It would seem patent, therefore, that fluid producers in other 


x 
It is understood that pool participants in British Columbia are to receive direct 
payments under the same terms as apply in the Ontario agreement. 
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provinces could obtain similar eligibility for federal direct payments through 

the creation of a fluid milk pool. Such co-ordination of provincial and federal 
pricing policies to reduce the incentives to surplus production is clearly desir- 
able both on the grounds of equity and of orienting production to market require- 


ments. 


Provincial and federal policies are complementary in the area of struc- 
tural rationalization. The advantages in this regard of negotiable fluid quotas 
have been stressed already. Many provincial boards seek to encourage the develop- 
ment of larger, more econgmic sized units by other means as well. In Alberta, for 
example, this consideration is apparently given considerable weight by the Quota 
Committee in approving quota reallocation. Quebec has grant and loan programmes 
tc help finance investments in dairy housing and equipment. It is significant 
that while several provincial dairy officials interviewed in the course of this 
study expressed concern about the exclusion of fluid shippers in their province 
from the federal direct payments programme, none indicated concern over the exclu- 
sion of any producers who shipped less than 12,000 pounds or considered this Com- 


mission ruling unreasonable. 


Finally, it should be noted that for the purposes of long-run policy 
planning and implementation at both public and private levels, there is a con- 
tinuing need for exchange of information and integration of programmes among 


provincial and federal agencies. 
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III. THE CHANGING STRUCTURE OF THE PROCESSING-DISTRIBUTING SECTOR 


(i) Introduction 
The processing-distributirg sector of the Canadian dairy industry com- 

prises close to 1,300 factories or plants, owned by nearly half as many companies, 
which employ about 33,000 persons and have a total value added of approximately 
$350 aill tones A large part of the sector is still made up of companies proces- 
sing butter or cheese in small scale, single plants, and selling an essentially 
undifferentiated product, and of small, local dairies. But large scale and multi- 
product plants, aperated by major corporations which sell a wide range of dairy 
products and have their own brand names, are integrating the sector across product 
lines, and through mergers and consolidations the degree of concentration in the 
sector is increasing markedly. Apart from the dairies, which in size and number 
vary in proportion to the distribution of population, the sector is located pre- 
dominantly in Ontario and Quebec. Nearly three-quarters of all processing plants 
are in Quebec and Ontario, and these provinces account for a similarly large pro- 
portion of total sector sales. The regional distribution of plants classified 
according to the processed product differs considerably. Of the 545 butter plants 
operating in 1965, 35 per cent were in the Western provinces, and 60 per cent in 
the Central provinces, whereas of the 202 cheese factories, 92 per cent were 
located in Ontario and ae Condenseries and processed cheese plants were 
also heavily concentrated in the Central provinces, while ice cream manufacturing, 
which is commonly associated with the pasteurizing operation, was more widely 
distributed across the nation. 

“The most recent data available indicates that in 1965 there were 1421 establish- 
ments, 33,475 employees with a total value added of $303,809,000. The rough 

estimates in the text refer to 1967-68, and were based on recent trends. 


Sources: Dairy Factories, D.B.S. cat.#32-209 and Process Cheese Manufacturers, 
Dibseencat.#o2-210. 
kx 


“Based on plants registered with the Canada Department of Agriculture. 
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The size of plants varies considerably. Butter and cheese plants tend 
to be the smallest and in 1965 averaged $500,000 in sales. The average output of 
butter per plant was 264,000 pounds, and of cheddar cheese was 738,000 pounds. How- 
ever, about two-fifths of Canadian butter production originated from 54 butter 
plants which produced over one million pounds. Predominantly these plants were 
located in Ontario and Quebec. Cheddar cheese plants in this output class (almost 
all situated in the Central provinces) accounted for 15 per cent of all cheddar 
plants and for 40-50 per cent of production. There were only 8 processed cheese 
plants in 1965, of which 5 had an output of over one million pounds, and the 
sales of the 8 plants averaged nearly $9,000,000 per plant. Pasteurizing plants, 
ice cream manufacturers, and condenseries averaged $800,000, $1,106,000, and 
$3,500,000 in sales, respectively. Unfortunately, available data does not identify 
the increasingly important multi-product plants with capacity to produce several 


products at low cost levels of output. 


Except for the fluid milk distributors, dairy processors sell their 
products to wholesalers or to large retail chains. However, in most parts of 
Canada dairies are losing their share of the retail market. The high and rising 
labour costs of home delivery sales, the growth of the chains, the development 
of multi-quart ccntainers, and the resultant differentials between store and home 


delivery prices are leading to a rising preportion of store sales of dairy products. 


(ii) Sector trends 

In several respects the processing sector in recent years has exhibited 
the same kinds of changes observed in the primary dairy sector. Changes in trans- 
portation systems, in production technology, and rising raw material and labour 
costs, have contributed to a decline in the number of plants, growth in output 


per plant and per man, and to a reorganization of the structure of the sector. 
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Of all dairy processing, butter production has probably been subject 
to most change. The decline in farm operated crcam production has obliged small 
local creameries to collect cream from a wider geographic area, thus increasing 
their input costs, or discontinue operations. Offer-to-purchase programmes for 
skim milk powder in the 1950's and again in recent years have favoured butter and 
powder plants, since markets for the joint products have been assured. Continuous 
butter-making processes have made possible low-cost, large-scale production of 
butter and greatly improved quality control. Today most butter is made from whole 
milk. Recent studies have demonstrated considerable reduction in unit processing 
costs associated with increasing output. A synthetic model employed in a study 
undertaken for the Canada Department of Industry indicated that processing costs 
alone declined from 8.9 cents for cream processing plants with an output of 250,900 
pounds to 5.2 cents for creameries with an output of one million pounds of butter; 
in the case of plants using whole milk, the processing costs allocated to butter 
production were estimated to decline from 5.4 cents per pound at an output of 
750,000 pounds to 2.5 cents at an output of 4 million Sane Above an output 
of 700,000 pounds it was estimated that cream processing would result in higher 
unit costs than whole milk processing. A study in Alberta based on the operations 
of plants in 1966 revealed similarly substantial economies of size: plants with 
less than 200,000 pounds output averaged processing costs of over 11 cents per 
pound of butter, whereas plants producing more than one million pounds had unit 
costs below 5 penese), Moreover, the study also showed that the small creameries 
through competition for supplies paid more per pound of butterfat input than the 
larger butter plants. Much the same conclusions about economies of size in butter 

kk 

manufacturing were drawn in a recent Quebec study. This study also found the 
investment costs required to receive cans to be much higher than that required for 
bulk receiving. 


>> 
Economies of Scale in Canadian Butter and Skim milk Powder Production, a study 
undertaken by Stevenson and Kellogg Ltd., for the Canada Dept. of Industry, 1967. 


**valter B. Rogers and Horace S. Baker, "An Economic Analysis of the Alberta Butter 


Industry," Canadian Journal of Agricultural Economics, Vol. XVI, No.1. 


**%CGilles Lebel and Armand Lacasse, Economic Study of Manufacturing Costs of Dairy 
Products in Quebec, mimeo of English draft, 1967. 
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Cheese manufacturing includes cheddar, other raw milk cheeses, and 
processed cheese. Changes in demand from cheddar to other cheeses, the instabi- 
lity of cheddar exports, and, to a lesser extent than for butter, changes in 
technology, have contributed to a decline in the number of cheese plants. The 
Quebec study indicates that economies of size, though evident, are much less 
marked in cheese made from raw milk than in butter production. Processing costs 
per pound averaged 7.2 cents for plants with less than 200,000 pounds output and 


6.3 cents for plants with output of 600,000 pounds ard over. 


Available data do not permit assessment of trends for butter and cheese 
plants separately, but since both types of dairy processing are characterized by 
a high proportion of small output plants, the trends would probably not differ 
greatly. Trends for both butter and cheese plants indicate an average decline 
of 45 plants or about 5 per cent per year, a slight decline in total employment 


and an increase in average sales per plant of about 8 per cent annually. 


Wage rates in the processing sector appear to have increased more 
rapidly than in other manufacturing industries: the wage per worker rose by about 
5 per cent per annum in the 1960's, nearly twice the rate of increase in all 


manufacturing. 


Process cheese plants, condenseries, ice cream manufacturers, and 
dairies also have been subject to changes in technology which favour large volume 
plants requiring heavy capital investment. But new forms of packaging and mer- 
chandising, and changes in the structure of competition arising out of the develop- 
ment of the retail food chains have had a direct and equally important impact on 
the number and size of these processing firms. Condenseries, process cheese plants, 
and the larger ice cream plants, which typically have been operated by major cor- 


porations with wholesaling operations, are now faced with the countervailing power 


* 
Idem. 
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of the retail chains. The impact of the retail chains on dairies, which were 
typically small firms serving local markets, predominantly through home delivery 
routes, had far greater eersequences.4i The retail chains have offered consumers 
lower prices for milk and other dairy items, and a greater choice of container 
sizes. More recently competition at the retail level has been heightened by the 
emergence of milk specialty stores in major cities which, by means of high volume 
sales and a minimum of services, offer milk in 3-quart jugs at lower prices. 
The large capital requirements for modern pasteurizing and bottling plants, the 
need to meet the demand for diversified sizes and types of containers and types 
of products, and the bargaining strength of the supermarkets which are accounting 
for an increasing proportion of their sales, have combined to put great pressure 


wk 
on dairies to expand their businesses or to sell out to other distributors. 


The Dominion Bureau of Statistics data on milk pasteurizing plants 
correspond only very approximately to the dairy trade, but these data can be used 
as indicative of trends among dairies. These trends show an average decline 
of 25 plants, or about 3 per cent, per year; no significant change in total employ- 
ment, and a growth in sales per plant of about 5 per cent annually. This change 
in structure is most pronounced in the urban centres. As rene has shown, the 
degree of concentration in Ontario (which "is less than in any other province, 
except perhaps Quebec'') has increased considerably in the post-war period; in 1945 
the "Big Three" (Silverwoods, Bordens, and Dominion Dairies) accounted for 30 per 


cent of sales of fluid milk, cream, and chocolate drink, but for 35 per cent in 


x 
This paragraph and the next draw on Duncan Allan's excellent article, ''Concentra- 
tion and Competition in Ontario's Fluid Milk Industry," Ontario Fconomic Review 


Yovember 1965. 
wx 
The ultimate threat posed by the retail chains to the dairies is that the former 


will integrate back into the processing field as Loblaws has done in Ontario and 
as Safeway has done in the West, which in combination with the independent jug 
store operations could result in the dairies losing their markets altogether. 

It is significant in this regard that the large dairy companies have directly 
entered the jug store markets. 
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1961; more significantly, over the same period, the number of independents required 


to account for 15-20 per cent of total sales declined from about 55 to 12 firms. 


The implications of current trends are that in the long run the processing- 
distributing sector will be completely integrated across product lines, and operated 
by relatively few, large corporations. At this stage in the process and in the 
foreseeable future the degree of competition, in general, will be high and margins 
will be relatively low. In 1957, the Royal Commission on Price Spreads of Food 
Products found no evidence that the rate of return on net worth in this sector was 
abnormally high. A similar conclusion can be drawn from data for 1963 which indicate 
that the profit on net worth for dairy products manufacturing corporations averaged 
9.5 per cent and wasclose to the average of other types of esxperattons™=s More 
recent data would probably show less favourable profit ratios, especially for the 


retail dairy business. 


Provincial governments through milk control boards have an important role 
to play in maintaining the degree of competition. Through licensing of firms, 
through designation of distribution areas for fluid milk products, and through 
administration of prices they can profoundly affect the degree of competition and 
the performance of these marketing firms. Restriction of entry into markets, 
either through withholding licenses to new firms or limiting the territory in which 
existing firms may sell, can reduce competition and marketing efficiency. Of 
course, too rapid a liberalization of conditions of market access could lend to 
excessive competition and deterioration of dairy marketing services. However, the 
conservatism of most milk control beards and the presence of the Combines Investi- 
gation Commission make this danger more remote, The existence of retail price 
differentials between cities in the same region and of uniform price increases among 
distributors within markets, suggest that the dairies still have considerable market 


power, the retail chains notwithstanding. 


#* 
Ailan, Op. cit. 


kk 
Canadian Imperial Bank of Commerce, Commercial Newsletter, April 1966. Based on 
data published in Taxation Statistics, Department of National Revenue. 


Where the provincial milk boards administer retail erices” they effec- 
tively determine the marketing margin for fluid milk products. It is highly 
probable that these margins are set to cover the costs of the least efficient 
distributors, and thus serve to reduce price competition and to encourage other 
forms of promotion less advantageous to consumers. The most obvious instance of 
such provincial protection is in Alberta where identical store and home delivery 
prices for fluid milk products fail to provide consumers the option of lower 
prices through store purchases. The existence of fixed margins for processing- 
distribution provides considerable incentive for backward integration by chain 
stores into the processing field, as has occurred in the Prairies Provinces where 


retail as well as producer prices have been set by milk boards. 


A similar kind of problem appears to prevail in Ontario for manufacturing 
milk products. The CanadianDairy Commission has publicly stated that it views 
a price of $3.54 per 100 pounds of manufacturing milk as the producer level equi- 
valent of the support prices of 63 cents and 20 cents for butter and powder. 
respectively, and that it is up to the provinces to secure this manufacturing 
milk price. The Ontario Milk Marketing Board is the only provincial authority to 
have fixed a price of $3.54 for manufacturing milk, and by this action has effec- 
tively set the margin for processors. Prcocessorswith high operating costs have 
undoubtedly found this margin too low, whereas the more efficient processors are 
able to gain profits which would not exist if margins were determined by market 


competition. 


Federal price supports for dairy products have undoubtedly reduced short- 
run uncertainty for processors, and to this extent the support programmes have 
lowered processing costs. But the main impact of the federal programmes has been 


to increase processing costs. Seasonally stable prices have encouraged seasonal 


% , 
As in the Prairies, and parts of the Atlantic region. 
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instability of milk and cream production, which in turn has resulted in excess 
plant capacity throughout most of the year and in higher costs for processing. 


The year to year vagaries of federal dairy programmes by contrast have been a 


source of uncertainty for plant planning and investment. 


IV. DAIRY PRODUCT SUBSTITUTES 


With the major exception of margarine, experience in Canada and abroad 
with dairy substitutes is limited. Many of these products are of relatively minor 
importance, or are available in very restricted markets, and yet others, in various 
stages of development and market testing, are still to be introduced, Information 
on sales, and prices of substitutes is very limited. Data deficiencies, the 
limitations of conventional economic theory in analyzing changes in tastes, and 
legal considerations surrounding the introduction and pricing of dairy substitutes, 
make quantitative analysis of the prospective impact of these products on the 
dairy industry extremely hazardous. Instead, the economic, nutritional, taste, 
and legal aspects of substitutes will be examined in this section with a view to 


assessing possible policy strategies. 


(i) The current position of dairy substitutes 

It is useful to categorize substitutes according to the dairy product 
they are intended to replace. Fluid milk substitutes could justifiably include 
such products as orange juice, carbonated soft drinks and coffee, since part of 
the historical decline in milk consumption is attributable to shifts in consumption 
patterns to these beverages. However, the focus of current concern is on new 
products aneeniaake much more severe inroads into the fluid milk market. Broadly, 
these products are of two kinds: filled milks which contain dairy solids-not-fat 
and vegetable oil, and synthetic milks which contain no dairy ingredient, with the 
possible exception of sodium caseinate. Other types of milk which will be dis- 
cussed briefly are reconstituted, sterile, and concentrated milks which are exclu- 
sively dairy products in content. Butter substitutes include margarine, butter- 


ke 
margarine mixtures, and a new low fat dairy spread. Margarine is a synthetic 


* * 
Contains 35 per cent butterfat (81 per cent in butter) and 17 ner cent solids- 
not-fat. 
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product usually, although it can include nonfat milk solids, while butter-margarine 
is clearly a filled product. Other dairy substitutes include a large number of 
products which can substitute for cream, ice cream, sour cream, cheese, and other 


less important dairy products. 


Substitute fluid milks have not been marketed in Canada, although 
reconstituted, sterile and concentrated milks have been introduced. The latter 
products have been marketed either where fluid milk is not readily ere ientee 
or as an attempt to provide a lower priced substitute to whole milk. But provin- 
cial boards have circumvented the ability of these products to compete on a price 
basis in markets supplied with whole milk, by charging the processors for ingredi- 
ents at class I prices or by banning reconstitution. Filled and synthetic milks 
have been marketed in the United States. However, though available in nearly 20 
states, substitute milks renresent over one per cent of class I sales only in 
Central Arizona and Hawaii. Most of these sales were of filled milk. In Central 
Arizona, filled milk sales were equivalent to eight per cent of the fluid market 
in April, 1968. In Hawaii, filled milk sales amounted to about twenty-five per 


cent of the fluid market in July, 1968. 


Margarine was introduced into Canada in 1949 and it has since replaced 
a large proportion of the market for butter. But it is only since 1965 that the 
sale of margarine has been legal in all provinces, and if per capita consumption 
of margarine is calculated on the basis of the population which (legally) had 
access to the product the trend in its substitution for butter is much less marked 
(Table IV.1). Per capita consumption of margarine reached a peak of 13 pounds in 
1960; in 1961 its sale was made legal in Quebec, and low levels of margarine con- 
sumption in that province, together with lower real prices for butter since 1962, 


have reduced average margarine consumption to about 9 pounds. Butter consumption 


“Milk reconstitution from butterfat and skim powder has been a common practice in 
the Prairies to meet winter shortages of whole milk, and still is practised in 
Saskatchewan and in some remoter parts of the country. Concentrated milk, which 
has one-third the volume of whole milk, is also important in the more remote arcas. 


Year 


** Source: Dairy Statistics, Dominion Bureau of Statistics cat.#23-201; 
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Oils and Fats, 


S205 ts 
per capita has declined from about 28 pounds prior to 1949 to a current level of 
about 17 pounds. Current consumption patterns in the United States differ greatly; 
butter consumption is only about 5 pounds per person and margarine is about 11 
pounds. Apparently Canadians have a much stronger preference for butter, and per 
head consume about 10 pounds more of the two spreads. Differences in preferences 
are apparent in the consumption per capita of other dairy products and should be 
allowed for in using United States experience as a basis for assessing the impact 
of substitutes in Canada. Of the total Canadian market for margarine and butter, 
margarine in its first year of sale accounted for 19 per cent (Table IV.1). Its 
share trended up to 38 per cent in 1961, fell with the 1962 reduction in butter 
prices and has started to increase again only in the past three years. Not all 
margarine sales should be regarded as substitution for butter; in those provinces 
where it was available, about one-quarter of margarine sales initially displaced 


sales of cooking oils and fats. The marketing of new oils and fats since 1949 


has reduced total per capita consumption of butter and margarine. 


Mixtures of margarine and butter have been scold in several countries, 


but not in Canada. Recently a dairy spread with low fat content and using solids- 
not-fat as an ingredient was introduced in Ontario but as yet little is known about 


the success of the product. 


Many substitutes for cther dairy products are currently available in 
Canada. Coffee whiteners, frozen desserts, dessert toppings, and sour dressings, 
all made without dairy ingredients, are avilable in several provinces. Their 
‘ kx 
importance is not fully known. One study based on a 1967 survey of Ontario, 
a province with relatively liberal regulations regarding dairy substitutes, esti- 
mated non-dairy products to account for 5/7 per cent of the market for coffee 


whiteners, 36 per cent of the dessert topping market, less than 1 per cent of the 


* 
Including Great Britain, United States, Australic. 
aX 
Giblon, R.E., Ihe Penetration of Substitutes for Milk Products into the Ontario 


Retail Chain Store Market, Ontario Department of Agriculture & Food, 1968 (not 
yet released). 
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frozen dessert market, and a negligible per cent of the sour dressing market. 

These proportions would be much lower in most other provinces. Possibly indicative 
of Canadian prospects, the substitute share of the market for dairy products in 

the United States is approximately estimated at 35 per cent for coffee whiteners, 

5 per cent for frozen desserts, 60 per cent for dessert toppings, and much less 
than half of one per cent for fluid milk. For all dairy products, the share of 
substitutes in the United States is said to be about 25 per cent, with margarine 


accounting for the largest proportion of substitute sales. 


(ii) Substitute ingredient costs and milk pricing 

Substitutes for fluid milk are presently regarded with the greatest 
alarm by dairy farmers, since of the major dairy products fluid milk is poten- 
tially the most vulnerable to substitutes. Dairy price policies, the low cost 
of substitute ingredients of vegetable origin, and the development of new pro- 
cessing techniques have together provided considerable incentives for the develop- 


ment of substitute milks which can be retailed at prices lower than for dairy milk. 


Synthetic milks, first developed for children allergic to cow milk, 

are processed from vegetable oils typically, coconut, solids of soybean and corn 
origin, and additives for emulsification, stability and flavour. Filled milks 
are processed from skim milk, vegetable oils and additives, and have a flavour 
which makes them more acceptable than synthetic milks. The ingredient costs of 
substitute milks are clearly lower than the cost of dairy milk. In the United 
States the wholesalc cost of vegetable oils is about 12 to 14 cents per pound 
compared to about 82 cents for butterfat, skim milk powder is about 21 cents per 
pound, and the price of soya flour (the synthetic milk replacement for skim milk) 
is about 8 cents. An unpublished Michigan State University report estimates the 


x 
ingredient cost per quart of substitute milks at: 
ee eee ne ce NR ll lll ral ltteer a AE aT ci aie en tein 


* : 
U.S. cost data converted to Imperial quart basis for comparability with Canadian 
data. See Appendix IV.A for details. 
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Vegetable oil, emulsifiers, etc., and 


(a) liquid skim (manufacturing price) 4,60¢ 
(b) liquid skim (fluid price) 10.18¢ 
(c) skim milk powder 65.676 
(d) soya flour 3.45¢ 


The equivalent cost of fluid milk (at $6.00 per 100 pounds) is 15.5 cents. These 
differentials are not greatly altered by processing costs, and substitute proces- 
sors are able to offer distributors substantially larger margins than are customary 


shay Jenks) aeihvael quelle texerevelte\- 


In Canada, the cost of vegetable oils is higher, and the cost of butter- 
fat lower than in the United States. Coconut oil, the typical vegetable fat used 
in substitute milks, is about 50 cents per pound less than butterfat in Canada. 
Soya flour is about 14 cents per pound or only 7 cents less than skim powder. The 
price of skim milk based on the price of manufacturing milk is less in Canada. 
Equivalent ingredient costs per quart of the various milks in Canada would be: 


Vegetable oil, emulsifiers, etc., and 


(a) liquid skim (manufacturing price) 4,81¢ 
(b) liquid skim (fluid price) Tizvic 
(c) skim milk powder 7.00¢ 
(d) soya flour Sse Pas 


Thus, a filled milk could be produced for much the same ingredient costs 
as in the United States if skim powder or liquid skim priced at manufacturing levels 
were used, but the costs of synthetic milk or filled milk based on class I prices 
for its dairy component would te higher. Assuming similar margins as in the 
United States, filled milks could be expected to retail for about 3 cents per quart 
less than standard fluid milk (and only about 1-2 cents less than two per cent 
milk)if the dairy solids-not-fat were priced at class I levels. Synthetic milks 
have nutritional deficiencies, which if made good, would result in similar retail 


daitherentwvals. 
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In Ontario, retail price differentials between other dairy products 


* 
and their substitutes have been estimated at: 


~ ice cream/non-dairy frozen dessert 20¢/¢al. 

- whipped cream/non-dairy topping -3,2¢/cup 

- sour cream/non-dairy sour dressing -1.0¢/oz. 

- coffee cream/non-dairy coffee whitener 0.5¢/cup whitened 
- butter/margarine 21] Te. 


Obviously some substitute products do not compete on the basis of price. 
Indeed the range in characteristics and prices of substitutes makes price compari- 


SOnSsa1Eracuwltz. 


The ability of substitutes to compete depends on (a) price, (b) promotion, 
(c) flavour, (d) shelf life and other convenience features, (e) nutritional attri- 
butes. While low cost ingredients usually afford substitutes pricing and promo- 
tional advantages, these are not sufficient to guarantee their success. Nevertheless, 
it is significant that substitutes have had their greatest impact in areas where 
milk costs are highest: in Arizona the retail differential between whole and filled 
milk is 6 cents per quart, and in Hawaii it is 12 cents per quart, whereas in the 
northern states the price of filled milk is 1-2 cents less than that of two per 


cent milk. 


(iii) Flavour, nutrition, and consumer tastes 

An important factor in the acceptability of substitutes to consumers is 
the extent to which the substitute resembles, or even improves on, the flavour of 
the dairy products. In general, the synthetic dairy products at present have 
flavours which are considered inferior to the natural dairy products. But, there 
are exceptions among the whipped toppings, and, more significant, the case of 
margarine shows that a taste for substitutes can be acquired, especially in child- 


hood. The development of chemical flavour technology is annually improving the 


k 
Giblon, op. cit. 
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ability of processors to simulate the flavour of natural products. While opinions 
about the quality of synthetic flavours differ, the following quotation from the 
Michigan study previously mentioned, appears to summarize the present situation 
well: 
"Despite the advances made in flavour technology, it should be 

pointed out that on the basis of the present state of the art and 

science of synthetic flavour formulation, very few if any synthetics 

match exactly and truly the flavours of natural origin. Much additional 


research will be required before synthetic flavours are equal to, let 
alone superior to, most of the natural flavours of food." 


These qualifications on the palatability of substitutes apply only to a much lesser 
degree to filled products. In addition, the problems of flavour simulation would 
apply only to the vegetable fat component. It is worth noting that reconstituted 


milk, when well prepared, is practically indistinguishable frem whole milk. 


With regard to convenience features, the substitute dairy products often 
excel over the natural products. Again quoting from the Michigan study, 
"Product attributes such as longer shelf life, stability toward 
freezing and drying, foam stability, spreadability, whipability, 
blendability, . . . can be engineered into a specific fat system as 
needed or desired. A single fat system and closely prescribed stan- 


dard of composition [characteristics of natural dairy products] would 
not permit this high degree of functionability." 


Much of the consumer anpeal of substitutes such as soft margarine, coffee whitener, 


and some dessert toppings, is based on such convenience features. 


A different kind of consideration is the nutritional equivalence of 
substitute and natural dairy products. The issue is the possible hazard to human 
health of nutritionally deficient substitutes, especially since a large proportion 
of some nutrients are derived from dairy products. For the United States it has 
been estimated that dairy products, excluding butter, account for 76 per cent of 


all calcium, 38 per cent of all phosphorous, and 23 per cent of all protein intake 
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by human wae Since Canadian consumpticn of dairy products tends to be higher, 
and consumption of meats tends to be lower than in the United States, an even 
higher dependence on natural dairy products for these nutrients can be expected 

in this country. Further it should be noted that this dependence would be very 
much higher among children and teen-agers. Most of the concern about nutritional 
inadequacies of substitutes has been directed toward substitute milks, apparently 
because synthetic ice cream consumption is of minor importance in most regions, 

and because the dangers of high cholesterol intake associated with butter consump- 
tion have been conceded. In fact only the synthetic milks appear to have serious 
nutritional deficiencies. These products haveless than one-sixth the calcium con- 
tent Of natural milk, less than one-quarter of the protein content, and about one- 
half the phosphorous content. Though these deficiencies can be made good, the 
additional cost removes much of the price advantage of synthetic milk. For example, 
the additional cost of raising the protein content of synthetic milk to the natural 
milk level of 3.5 per cent is about 4 cents per quart. Apparently there is uncer- 
tainty, too, as to whether calcium additives to synthetic milk can be utilized by 


the body unless ingested with lactose. 


In the United States the major milk companies, with the exception of 
Carnation in Arizona and the West Coast, have deferred marketing substitute milks 
pending a statement from the National Council on Nutrition about the nutritional 
adequacy of substitutes. These companies apparently have been worred that their 
image would suffer if they offered nutritionally inferior products, but once the 
Council's view of dairy substitutes is released they can be expected to market 


those products which are substitutes nutritionally, presumably including filled 


at 


SSiheSihatony National Food Situation, November 1967, p.32. This subsection draws 
en the following sources: Substitute Dairy Products, unpublished Michigan State 
University mimeo previously referred to; personal communication from Professor 
Glynn McBride of Michigan State University; Frank Groves "Real," ''Filled," and 
"Imitation" Milk - Some Nutritional Facts, University of Wisconsin mimeo; and 
Ron Knutson, Some Observations on Imitation Milk, Department of Agricultural 
Economics, Purdue University. 
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milk. So far as the Canadian situation is concerned, the major issue appears to 
be whether any substitute milks should be permitted unless their nutritional value 
is at least equivalent to natural milk. While appropriate labelling can help to 
distinguish substitutes, the possible Jeterioraticn in the diet of consumers of 


these products should not be ignore. 


Finally, it may be noted that though the post-war decline in milk 
consumption is sometimes attributed to consumer concern about cholesterol intake, 
and though substitute milk has been thought to reduce cholesterol intake, neither 
view is supported by evidence from consumer surveys and the fat content of most 
substitute milks. Coconut oil, used in nearly all filled milks, has a much higher 
saturated fat content than butterfat. The great majority of consumers have not 
associated milk consumption with heart disease, although probably between 25 and 
50 per cent of the American public identified milk as a high calorie food and would 
consider that milk consumption should be limited by persons with dietary peoudengen: 
The trend toward concern about lowering caloric intake does have important impli- 
cations for the dairy industry, but the growth of two per cent milk and of iced milk 

ak 


sales exemplify the ability cf the dairy industry to meet the demand for low-fat 


foods. 


(iv) Substitute legislation 
The bulwark of defence by Canadian primary dairy producers against 
substitutes has been legislation. While margarine and synthetic coffee whiteners 


may be sold legally in any province, the sale of other substitute products is 


%* 
Montgomery, Mabel, A Review of the Literature on Consumer Attitudes Toward Milk 
Consumption," Giannini Foundation of Agricultural Economics, University of 


California, 1964. 
Kx 
Ice milk sales in the United States have grown rapidly throughout the poaet-war 


years and now account for 23 per cent of the frozen dessert market; this product 
can be credited with the failure of the filled ice cream, mellorine, to increase 
its market share in the past six years. Mellorine sales amount to less than 

5 per cent of total market sales. 
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2 : 2 « * 
prohibited in some provinces, and subject to restrictions in most provinces. 


The Federal Food and Drug Directorate, moreover, is apparertly unwilling to 
approve the sale of synthetic milk anywhere in Canada until it has determined 

on the criteria by which to judge the nutritional equivalence with natural milk. 
Newfoundland does not have any legislation to prohibit the sale of dairy substi- 
tutes. In Nova Scotia, New Brunswick, Manitoba, Saskatchewan, and, with some 
BxCentionees | British Columbia, the manufacture and sale of any "imitation" dairy 
product is prohibited, margarine being excluded from this designation. Prince 
Edward Island has legislation (The Dairy Products Act) which provides for the 
introduction of peemiecione to prohibit the manufacture and sale of filled products. 
In most provinces legislation pertaining to margarine specifies the prohibition 
of blends with butter. In Ontario, the Edible Oil Products Act prohibits filled 
products. In Quebec, the manufacture and sale of any dairy substitute is per- 
mitted only by a one-year permit issued by the Minister of Agriculture and 
Colonization, and the Dairy Products Act makes it illeyal to have dairy product 
substitutes or vegetable oil in dairy plants. Canadian legislation in this area 
is clearly more restrictive than in the United States where 14 states permit the 
sale of synthetics only, 27 permit the sale of both filled anc synthetic products, 


and 4 states have no laws concerning either filled or synthetic products. 


However, American experience with regard to the legality of restrictions 
on the sales of substitutes should not be regarded as a pattern for court decisions 
in Canada. Unlike jurisprudence in the United States, where the legality of pro- 
hibiting the sale of substitutes has heen successfully challenged on the grounds 
of constitutional rights, under Canadian law rights can be withdrawn by parliament 


or legislatures, subject to the approval, tacit or explicit, of the electorate. 


ieee information pertatning to the current legality of sales of substitutes we are 
indebted to W.R. Redelmeier, the senior author of an unpublished and confidential 
Ontario Department of Agriculture & Food manuscript on dairy substitutes, and to 

the departmental administrators who authorized release of the manuscript. 


wk 
"Other than classes of products such as toppings and spreads which the Minister 
may exempt from classification as imitation milk products." B.C. Milk Industry Act. 
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This is not to say that substitute legislation in this country cannot be challenged, 
but rather to point out that the grounds for court action to permit the introduc- 
tion of substitutes where they are now banned would have to be other than the 
violation of constitutional rights. One argument for permitting the sale of 
synthetic products is that they are not substitutes for existing dairy products 
but are (legally) unrelated predueeel In this regard, provincial legislation 
exhibits some divergent views; for example, margarine in British Columbia must be 
labelled prominently, 'a substitute for butter' while in New Brunswick the label- 
ling cannot even suggest that margarine is a substitute for a dairy product or 
that it bears a relationship to one. Further inconsistencies are apparent in 
permitting the sale of non-dairy milk for children allergic to cow milk, yet 
banning the sale of synthetic milk, although the two products are extremely 
similar in composition. But perhaps it is unreasonable to expect logical consis- 
tency and uniformity of views on issues as emotionally charged as natural versus 


synthetic foods. 


(v) Substitute policy strategies 

The alternative strategies open to dairy farmers and the governments 
acting on their behalf can be reduced to three: (a) continue to deal with potential 
new substitutes by legislative prohibition, (b) permit the sale of substitutes but 
use pricing or taxation to reduce the price advantage of these products, (c) permit 


unrestricted competition between dairy products and potential substitutes. 


The prospects for success of the first strategy appear to be good. 
Price relationships between dairy and non-dairy ingredients are less favourable 
to substitutes than in the United States, where new substitutes have had a major 
impact only in those states where dairy product costs are high. Canadian law 


appears to make prohibition of substitutes more difficult to challenge, and 


* 
Whatever the legal distinction which might be made, this argument cannot be based 


on the economic interpretation of substitutes. 
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certainly the costs of such legal action would be high. In most instances the 
flavour of substitutes is still inferior to dairy products, and some substitutes 
are nutritionally inferior. Under these circumstances neither consumers nor 
potential substitute processors have much incentive to press for changes in sub- 
stitute legislation or to question its interpretation through court action. 
Nevertheless, improvements in synthetic flavour formulation and in processing 
techniques inevitably will reduce the advantages of the dairy over the substitute 
product, and future public support for (or lack of opposition to) legislation 
banning substitutes will depend greatly on consumer attitudes toward dairy product 
pricing and development. In the case of substitute milks, pricing of fluid milk 
will be a major determinant of consumer attitudes and of processor incentives. 

For other dairy products, development of new products which meet consumer demands, 


such as caloric content, storability, etc., also will condition consumer attitudes. 


If the sale of substitute milks were permitted it would still be pos- 
sible to raise the cost of the substitute to make it non-competitive with fluid 
milk. For example, the dairy solids-not-fat component of filled milk sold in 
U.S. markets controlled by federal orders is priced at class I levels. It would 
seem difficult to enforce such a ruling in Canada if the fluid milk authority were 
a provincial board and the filled milk processor used skim powder produced in 
another province. But, subject to public support, other means of reducing the 
price advantages of substitute milks could be implemented; for instance, in 
California a specific tax on substitute milks was recently introduced. In essence, 
these are attempts to accomplish by pricing what was not possible through legis- 
lative prohibition. There appears to be little to choose between the two means, 
except that outright prohibition may avoid some of the legal problems of discri- 
mhatory pricing or taxing. Ultimately, the basis for either approach is public 
goodwill towards fluid milk producers. Clearly, it is in the interests of fluid 


shippers to retain that goodwill. 


- 108 - 


Finally, milk producers might elect to deal with substitutes by means 
of outright product competition. in the long run this defence is the strongest, 
and though it is most improbable that producers will sanction rescinding of 
substitute legislation for many years yet, any improvement in their competitive 
position through pricing and product development will lessen the threat of market 


erosion by substitutes. 
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V. PROJECTED DEVELOPMENTS -- A FRAMEWORK 


(i) Demand relationships for dairy products 

For the purpose of assessing the consequences of alternative price 
policies, a model was developed to project domestic consumption in terms of four 
major categories of dairy products: fluid milk, butter, cheese, and "other" milk 
products. In part this classification was dictated by available data on retail 
prices, but with the exception of "other" milk products the categories relate to 
fairly homogeneous groups of products, and are approrriate for assessing the 
effects of changes in prices. The demand for skim milk powder was examined 


separately because of its importance in federal price support programmes, 


Per capita domestic disappearance of each of these categories of 
products was expressed as a function of real prices and real disposable income 
per capita. The effect of changes in income and of changes in tastes were not 
separated, and the coefficients of the income variable are more correctly termed 
"income-trend" coefficients. Following Goreaux, the quantity-income relation 
was expressed in a log-inverse form, which builds in the Engel assumption of 
declining elasticity values as income rises. The price variables were expressed 
as natural numbers to incorporate the assumption of price elasticities declining 


with prices. 


Demand relations for fluid milk could not be established by these 
methods and were est-imated by other procedures. (See Appendix V.A) The demand 
equation for butter allows for the legalization of margarine sales in some provin- 
ces during the period studied, 1957-66. The equation for "other" milk products 
measures the demand for milk in the manufacture of such products as ice-cream. 
When butter prices decline substantially, as they did in the early 1960's, butter 


tends to replace milk in the manufacture of these products and consumption of 


* 
L.M. Goreaux, ''Income and Food Consumption, 
Economics and Statistics, Vol. IX, No. 10. 


Monthly Bulletin of Agricultural 
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milk in this market declines. The results of these equations are presented in 


Table V.1. Elasticity estimates for specified years are given in Table V.2. 


It is of particular importance for price policies that the price 
elasticity is low for fluid milk and high for butter. The negative income elas- 
ticity estimate for butter is thought to reflect trends in taste and not to 
indicate that butter is an inferior good. Similarly, the high income elasticity 
estimate for cheese and the negative trend in fluid milk consumption per capita 


are believed to be attributable to changing preferences. 


The price elasticity for skim milk powder is low. The demand equation 
for this product relates to the average domestic disappearance of all skim powder 
per person. In fact, only about one-quarter of total consumption of the product 
is attributable to purchases by households of skim powder. About 10 per cent is 
used in livestock feeds, and the balance (65 per cent) is used by food processors, 
particularly in the baking and dairy product trades. Analysis of each of these 
markets did not reveal a higher demand response to changes in prices than in the 
total market. Household consumption of skim milk powder increased substantially 
in the late 1950's when an "instantized" product was introduced, but per capita 
consumption has declined since 1961 and appears to have been particularly unrespon- 
sive to retail price Pincenationss® However, estimates for the United States 
indicate that the food processing trade denand is highly elastic to the price of 
skim powder. ve and discussions with the trade in Canada indicated that a similar 
situation might emerge in this country if skim powder prices were to rise much 


RAK 
above their present high levels. 


SE anpetednelye skim powder does not appear to have been a major substitute for 
fluid milk in the Canadian market as a whole. (See L.E. Drayton, "Consumption 
of Powdered Skim Milk in Canada,'' The Economic Annalist, June-August, 1965.) 

A significant relationship with fluid milk prices was not found in this study. 


wk 
Robert H. Miller, "Trends in Nonfat Dry Milk," in U.S.D.A. Dairy Situation, 


Maren. 2965 
aK 
In nominal terms, skim powder prices are higher than at any other time in the 


post-war period; in real terms, current price levels were exceeded only in the 
late 1950°*s. 
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Table V.2 Demand Flasticitiesfor Dairy Products in Canada, 
1966 and 1980°° 


Own Price Cross Tncomestr ord 4 
1966 1966 1966 1980 

Fluid milk ~.276 =e bee 
Cheese -.913 Leo08 907 
Butter ~1,242 .608 -~./51 -.910 
"Other" milk products e405 -.357 -.239 
Skim milk powder -,324 22 .618 


**Based on estimated demand relationships shown in Table V.1 and 
Appendix V.A 


°1980 projection of per capita disposable income in constant 1949 
dollars derived from Shefrin, Cavin and Yankowsky, Demand-Supply 


Projections For Canadian Agriculture, 1980, Project No. 16, Federal 
Task Force on Agriculture, 1968. 


b 


“*Per cent trend in per capita fluid milk consumption. (See Appen- 
dix V.A) 
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(ii) The impact of two per cent milk 

Correct estimation of total consumption of dairy products necessitates 
full accounting of the many different kinds of products into which milk and cream 
are processed and appropriate conversion to some common measure of milk content, 
such as whole milk of 3.5 per cent butterfat content. If the accounting system 
used does not take into account new dairy products, estimates of total consumption 


may be incorrect. Two per cent milk is a case in point. 


Two per cent milk has been sold in most major urban markets in Canada 
for many years, but it is only in the 1960's that the product has become generally 
available, and only since 1964 that the Dominion Bureau of Statistics has reported 
national sales of the product. Its appeal to consumers had been due partly to 
the dietary consideration of lower fat content, and partly to the fact that the 
price of two per cent is lower than the price of standard milk. The rate of 
market growth of two per cent sales has been rapid. In Toronto it accounted for 
11 per cent of total fluid milk sales in 1958 but for 37 per cent in 1967. In 
other urban centres the market share of two per cent milk has also grown rapidly; 
as a proportion of all commercial sales of fluid milk in Canada, two per cent 
accounted for 15 per cent in 1964 and for 24 per cent in 1967. Regional variation 
in the relative importance of two per cent sales is considerable. In provinces 
east of Ontario it was 10 per cent or less in 1967, while in other provinces it 


ranged from 19 per cent in Saskatchewan to 34 ver cent in Ontario. 


The incentives to dairies for promotion of two per cent sales are 
strong. The typical differential of 2 cents per quart between standard and two 


per cent milk at the retzil level is usually less than the return from the 
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* 
separated cream. Retail price control in many provinces limits the magnitude 
of the price differential between standard and two per cent milk, and thus pro- 
vides the dairies with incentives to increase their proportion of sales of the 


lower fat milk by other means. 


The main consequence of the trend to low fat milk consumption is that 
it is becoming an increasingly important source of butterfat. At the present 
time the Dominion Bureau of Statistics treats two per cent as standard milk and 
converts butter and other butterfat content products to whole milk equivalents 
in estimating total domestic disappearance of dairy products. In other words, 
the Bureau overestimates total domestic disappearance. Currently, this over- 
estimation amounts to over 400 million pounds of milk, but if not corrected, the 


error will be very much larger in the future. 


(iii) Projections of domestic disappearance 

Commonly, demand projections are predicated on the assumption of con- 
stant prices because of the difficulties of obtaining reliable price forecasts. 
In this study prices were treated as policy variables, since to a large extent 
prices of dairy products in recent years have been determined by provincial and 


federal policies. 


As an initial projection it is appropriate to project consumpticn on 
the assumption that current policies will continue without significant change. 


This assumption can be reasonably interpreted as equivalent to maintaining 


Pemee caine costs are normally the same as for 3.5 per cent milk, since the 
equipment used to standardize the fat content of that product is also suitable 
for separating cream to prepare two per cent milk. The cost differential between 
standard and two per cent depends partly on the price of the butterfat in the raw 
milk and the value of that fat to the dairy. Usually, the price of the fat in 
the raw milk is lower than its value to the dairy, so that the dairy finds it 
profitable to use fat rich milk. Another factor contributing to the differential 
is that the dairy pays the class I price only for the equivalent volume of the 
two per cent milk produced; the volume corresponding to the separated cream is 
charged at secondary prices. Commonly the cost differential per quart between 
standard and two per cent is about 2.5 cents. 
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constant real prices. The published series on retail prices of fluid milk 
indicate little variation when allowance is made for increases in the general 
price terete Though retail prices of milk are set by milk boards only in 
some provinces, there is good reason to believe that provincial authorities 
will continue to set prices at the farm, and in some provinces the retail, 


KK 
level so as to maintain approximately the same real price for fluid milk. 


Similarly in the case of cheese, real retail prices declined from 
the late 1950's to early 1960's but have not exhibited either a downward or 
upward trend. The real price of butter has declined due to the stability of 
nominal price support levels in wholesale markets. The margin between wholesale 
and retail prices of these products, in real terms, has shown no significant 
trend. Accordingly, if the federal government were to increase the level of 
price support in proportion to increases in the general price level, retcil 
prices could be expected to be stabilized at their current levels. Since 
butter deficits are emerging as a result of the decline in real prices, a 
policy of stabilizing real prices could be consistent with the avoidance of 
imports of all products except specialty cheese and with protection of consumer 


interests, two important aspects of current federal policy. 


Projections of per capita consumption of dairy products in 1975 and 
1980, based on 1967 real retail prices, are given in Table V.3. All categories 
of dairy products are projected to decline except cheese, which shows an increase 
of 61 per cent. Particularly heavy is the reduction in consumption of butter; 


in fact, butter consumption per capita in 1967 was already less than 17 pounds 


* 
See Appendix V.B for data on real prices and margins. 
kK 
Public opinion and the potential threat of substitutes serve to inhibit more 


rapid rates of price increases. If allowance is made for the preference trend 
toward two per cent, and for the increasing proportion of store sales and of 
multiple quart containers, the average real price paid by consumers for milk 
has not exhibited any significant trend in the past 10 years. 
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Table V.3. Per Capita and Total Consumption of Dairy Products, 
1964-66, 1967, and Projections for 1973 and 1980, 
Assuming Constant Real Prices ° 


1980 as % of 


Per Capita Consumption 1964-66 1967 1975 1980 1964-66 
Se - pounds - ------ he 
Fluid Trak 21560 At ee 246.0 233.0 84.7 
Butter 18.5 16.9 14.0 13.1 70.8 
Cheese 9.0 9.9 12.8 14.4 LGL-a 
Other Milk Products©’ 111.4 1425 10228 99.6 89.4 
Total Consumption 
in Milk Equivalents 
----- millions of pounds - - - - Zs 
Fluid Milk 5,263 Seas) 52703, 5945 115.3 
Butter Ge 372 75930 IES 7.973 Oo ee 
Cheese 1,714 1, OV 2,945 34653 21354) 
Other Milk Products 2,178 25357 2,438 2,294 Lio 
Total? 17,230 17,149 17,809 18,831 109.3 


“Source: Historical data from D.B.S., and project projections. 


“Includes fluid milk sales and milk consumed on farms; excludes Newfoundland 
population. Cream included in other milk products. 


“*tn milk equivalents. 


“Adjusted to avoid double counting sales of two per cent milk and the butterfat 
separated off in preparing the product. Adjustment in terms of millions of 
pounds of whole milk amounted to: 297 (1964-66), 416 (1967), 1,050 (1975), and 
nD ic Ae GIRS 5 0p Bs 
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due to higher retail prices. These projections are very similar to those developed 
% 
by ishefrin et, al, The main differences between the two sets of projections are 
kx 
that the Shefrin study indicates a higher rate of decline for fluid milk  consump- 


tion per capita, and an increase in consumption per capita of “other'' milk products. 


However, the difference between the Shefrin estimates and those made in 
this study of total consumption in terms of milk equivalents is considerable, 
mainly because allowance was made in the present study for the growth of two per 
cent milk sales Bi Whereas the Shefrin study indicated a growth in the Canadian 
market for dairy products of nearly 14 per cent between 1964-66 and 1980, the pro- 
jections shown in Table V.3 indicate that an increase of slightly more than 9 per 
cent can be expected in this period, provided that real retail prices are constant 
and that new substitutes, notably for fluid milk, are not introduced. Since 
these projections assume a population increase of nearly 33 per cent, the implicit 


change in per capita consumption of all dairy products in terms of milk is a decline 


of about 18 per cent. 


Demand projections based on alternative policies and prices, are discussed 


in Section Vial. 


(iv) Projections of exports and imports 
The volume of exports and imports of agricultural commodities is strongly 
subject to policy decisions in the trading countries, thus making forecasts parti- 


cukarly difLpicult . 


“Frank Shefrin, Z.J. Yankowsky, and J.P. Cavin, Demand-Supply Projections for 
Canadian Agriculture, 1980, Project No.16, Federal Task Force on Agriculture. 


aK 
The Shefrin projection actually is of fluid products, i.e., fluid milk and 


cream. 
KKK 
See Appendix V.C for details of the projections of two per cent milk sales. 
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Cheddar cheese is Canada's only dairy product export of significance, 
and even cheddar currently requires an export subsidy equivalent to one-third of 
its domestic wholesale price. Analysis of the export demand for cheddar (almost 
entirely in the United Kingdom market) revealed very little response to price 
changes; indeed, changes in the price of New Zealand cheddar, the major competing 
product, had a slightly greater effect on Canadian sales in the United Kingdom 
than did changes in the price of the Canadian product. In recent years cheddar 
exports have fluctuated between 25 million and 30 million pounds and prospects 
for a substantial expansion of this market appear dim. A small proportion of 
cheddar exports is marketed as a specialty product with appropriate packaging 
and promotion. It is sold in consumer sized packets, under a private brand name, 
and at a relatively high price. Most exports of cheddar, however, are sold to 
importers in the United Kingdom, as large rounds. This raw milk Canadian 
cheddar is regarded by some British consumers as a higher quality product than 
other cheddars, and commands a premium over New Zealand cheddar, this discriminat- 
ing public is thought to be relatively small. For many years the question of 
whether, in the marketing of Canadian cheddar in the United Kingdom, more emphasis 
should be placed on its premium quality, through such promotional devices as 
packaging, advertising, ctc., has been debated. It seems improbable that the 
volume of exports could be expanded by this means, though it is possible that 
higher export earnings could be obtained from a lower export volume through such 
promotion. At the present time the devaluation cf both the British and the 
New Zealand currencies has greatly increased the rate of subsidization required 


to maintain exports of Canadian cheddar. 


In view of these considerations, and as a preliminary projection, it 
was assumed that cheddar exports would remain at approximately the same level as 
in the past four years, namely 350 million pounds in whole milk equivalents or 


slightly less than 32 million pounds of cheese. 
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Imported cheeses, which are almost entirely specialty cheeses, have 
increased during the 1960's roughly in proportion to the growth in total domestic 
consumption of cheese. In 1967 these cheeses accounted for 11.6 per cent of 
consumption of all cheeses, and for 48.0 per cent of cheeses other than cheddar 


and "processed,"with which imports compete most directly. 


Cheese is imported mainly from Europe, and is subject to a specific 
duty which for most imports is at the British Preferential or GATT Most Favoured 
Nation rate of 3 cents per pound, and even under the General rate is only 7 cents 
per pound. Cheddar and Colby type cheeses are subject to strict import controls 
which in effect prevent any imports of these cheeses. Many types of European 
cheeses have begun to be produced in Canada, but the size of such operations 
typically is small, and many consumers are prepared to pay the premium for 
European name brands. Thus imports have increased steadily, and unless domestic 
production is greatly expanded, will continue to increase to 1980. Importations 
of cheese, which exceeded 23 million pounds in 1967, are projected conservatively 


to increase to 30 million pounds by 1975 and to 35 million pounds by 1980. 


On balance, therefore, it is highly probable that Canada will be a net 
importer of cheese by 1980, the size of the deficit depending largely on export 


assistance policies and on the growth of domestic specialty cheese production. 


(v) Projected domestic supply 

It is obvious that future domestic supply of milk and cream depends 
largely on market prices and direct subsidies received by dairy producers. Much 
less obvious, and exceedingly difficult to estimate reliably at the present time, 
is the future response of producers to different rates of gross returns. Marked 
differences in the structure of primary production with regard to the size of 
enterprise, type of farm and location of production, and the rapid changes occur- 


ring in this structure make the usefulness of estimates of average supply response 


= 1200 


highly questionable. Much of the requisite data at the farm level is not avail- 
able, or of poor quality, particularly the data on prices. Even such forecasts 
as might have been made of short-run response to the recentincreases in average 
returns to producers would have been inconsistent with the apparent response to 


* 
date. 


In the context of changes to 1980 the supply of milk will be strongly 
influenced by such long-run factors as improvements in the levels of dairy tech- 
nology, the reduction in total numbers of farmers, and trends toward concentration 
and larger plants in the processing sector. Within broad price limits the number 
of dairy producers will continue to decline and the average size of dairy enter- 
prises will continue to increase. Consequently, trends in the primary sector can 
be used to provide projections of long-run changes in the number and size of dairy 
enterprises, on the assumption that changes in returns to dairying and alternative 
opportunities would effect deviations from long-run trends but not reverse them. 
For this purpose a Markov chain model was applied to Census data on the distribu- 


KK 
tion of dairy herds by size in the years 1956, 1961 and 1966. 


The projections of herd size distributions by region are presented in 
Table V.4. In all regions the estimated rate of decline in total numbers of 
herds between 1966 and 1980 is very high, but particularly so in the Atlantic 
region and in Manitoba and Saskatchewan. In the nation as a whole a reduction 


of 60 per cent in herd numbers is projected. Regional differences in the rates 


“Trant, for example, argued in 1965 that the primary dairy sector had sufficient 
excess capacity to increase production significantly if prices were favourable, 
yet despite substantial increases in gross returns in the intervening years, 
no increase in farm sales has occurred except in Quebec. (See G.I. Trant, 
Recent Canadian Dairy Price Policies, bulletin, Department of Agricultural 
Economics, Ontario Agricultural College.) 

"Fox details of the Markov chain technique see G.G. Judge and E.R. Swanson, 

Markov Chains: Basic Concepts and Suggested Uses in Agricultural Economics, 
Illinois Agricultural Experiment Station, Research Report AERR-49, 1961. 
Unlike another recent application of the technique to projection of dairy herd 
size (1.F. Furniss and Bengt Gustafsson, 'Projecting Canadian Dairy Farm Struc- 
ture Using Markov Processes," Can. J. of Agricultural Economics, Vol.16, No.2.) 
the rates of change for each herd size were not assumed to be constant. 
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of change reflect variations in the initial proportion of small herds and local 
factors affecting the relative profitability of dairying. The decline is most 
marked in the herd sizes of 3-7, 8-12, and 13-17 cows, but is apparent in all 
classes except those with over 47 cows and in the 33-47 cows class in regions 
east of Saskatchewan. Herd sizes of 1-2 cows are found on farms where milk is 
produced for consumption in the farm home and any surplus is sold, typically as 
cream; such farms are not expected to be shipping milk or cream by 1975, and were 


excluded from the distributions. 


Two methods of projecting yields (in terms of milk sales per cow) were 
considered: extrapolation from historical trends, and subjective assessment of 
the levels that might be attained in the future. Since the former involves a 
choice of functional form, it also to this extent is subjective. But the main 
shortcomings of trend extrapolation are that time series on yields are not avail- 
able by herd size, and that the quality of the data on milk sales and especially 
on cow numbers, is poor. Accordingly yields were projected by herd size based 
on the Canada Department of Agriculture survey data, other data sources on current 
yield levels in each region, and on the assumption of modest improvements in each 
class by 1980. The impact of the projected changes in structure on average yields 
is most marked. Since the higher yields are associated with the larger herd sizes, 
the projected change in the structure of dairying implies an increase in average 
yiclds in nearly all regions to over 8,000 pounds (Talle V.5). British Columbia's 
projected average of 11,700 pounds per cow represents an increase of only 14 per 
cent over its 1967 average of 10,300 pounds. It should be noted that neither cow 
numbers nor the yields in 1964-66 are strictly comparable with the 1980 estimates 
because the former include 1 and 2 cow herds. There were about 70,000 cows in 
such herds in 1964-66. Nevertheless, the reduction in total cow numbers expected 
in all regions by 1980 is considerable, and more than offsets the yield increases 


in many regions. 
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Table V.5. Projected Changes in Cow Numbers, Yield Levels and Milk Sales 
by Region, 1975 and 1980 ° 


Reston Cow numbers Sales per cow Milk sales 
1964-66 1975 1980 1964-66 1975 1980 1964-66 1975 1980 
(000's) (1bs.) (million lbs.) 

Atlantic 149 109 100 5,504 7,300 8,000 820 796 800 
Quebec 1,047 935 873 D520) 97,3000 6,200 a, 709 96,826 7 5 t59 
Ontario pies) 817 776 6,807 8,400 9,200 G,90/ .0,003 .. 7,039 
Manitoba 169 83 68 4574 San 75500 =:87200 798 622 558 
Saskatchewan Li5 45 34 G,114 7,100 7,800 720 320 265 
Alberta 260 147 L25 3,203" "8, 300" 735800 pags 14.2207 100 
British Columbia 86 77 H2 9 25 Org In tO0st 1. 700 805 855 842 
CANADA 2.82248 P42 13. 25048 909 wee OI 7 22 hG 567 270275025 yeh oS 


a. ee yee ; 
Source: Dominion Bureau of Statistics and project estimates. 


De No allowance is made in this series for the overestimation of sales in the period 1964- 


66 due to double counting of two per cent milk. 


- 124 - 


Only Quebec, Ontario and British Columbia are projected to have higher 
total milk sales in 1980. In calculating the rate of increase in the national 
supply of milk, allowance should be made for double counting due to two per cent 
sales in the base period 1964-66. Relative to the adjusted estimate of sales in 
that period, the supply is projected to increase by 7 per cent and 9 per cent by 
1975 and 1980, respectively. Nearly all the increase is attributed to the Central 
Provinces, and substantial declines are projected to occur in the Prairies, 
especially Saskatchewan. These declines are consistent with the reduction and 


anticipated eventual disappearance of cream shipping. 


In general, these stimates may be regarded as indicative of the upper 
limit on supply growth which can reasonably be expected. Projected herd numbers 
are more likely to err on the side of overestimation, and the projected yields 
imply a considerably more rapid rate of improvement in provincial averages than 


has occurred in the past. 


(vi) A projected balance sheet for 1975 and 1980 

The estimates discussed above together provide an indication of the 
future demand-supply balance for mitk on the assumption that current policies and 
past trends continue. In this sense the estimates show the probable outcome of 
maintaining rresent dairy policies. Such a balance sheet for 1975 and 1980 is 


presented in Table V.6. 


There are two items in this balance shect which could be readily min- 
interpreted, ‘Exports’ in the period 1964-66 include government stock disposal 
abroad; since nearly all exports have moved under some form cf government assis- 
tance, there is no unarbitrary means of separating such disposal of stocks. ‘Net 
balance’ in the historical reriod represents the decline in stocks. In projecting 


exrorts no provision was mace for government subsidization of commodities othcr 


Table V.c. A Balance Sheet for Dairy Products in Terms of Milk, 
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1964-66, 1967, 1975 and 19807" 


1. Total domestic dis- 
appearance 


2. Used in farm homes°° 


3. Commercial domestic 
disappearance (1.-2.) 


4, Total sales off oe 
5. Imports 

6. Exports 

7. Net imports (5.-6.) 


8. Total domestic supply 
excluding stocks (4.+7.) 


9. Net balance (3.-8.) 


1964-66 


820 


-632 


15,743 


+513 


1967, 


millions of pounds 


17,149 


o17 


16,232 


1 yt Sy fae 


+59 


1975 


17,809 


660 


17,149 


P2502 


330 


350 


-20 


17,482 


=955 


- - - —-_ = 


18,831 


540 


18,291 


17,863 


385 


a0 


+35 


17,898 


+393 


1980 as % 
of 1964-66 
ho 


T0953 


35.4 


dds 3 


EAE a) 


** source: Tables V.3, V.5, and other project estimates. 


be adjusted to avoid double counting due to two per cent milk sales. 


“* Projections derived by extrapclation of historical trends. 
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than cheddar, on the premise that this was the only dairy export which in any 
sense could be considered commercial, and which consequently could be projected 
meaningfully. Thus in 1975 and 1980 the net balance represents the estimated 
deficit (+) or surplus (~) of dairy products assuming, inter alia, cheddar exports 


amounting to 356 million pounds in milk equivalents. 


The projected balance between domestic supply and domestic disappearance 
should not be interpreted too literally. What it indicates is that this balance 
will continue to be clese, and that the recent reduction in surpluses should not 
be regarded as a trend leading to a stable deficit situation if current policies 
are maintained. The main purpose of this balance sheet, however, is not as a 
forecast of the future supply-demand situation for dairy prcducts, but as a 


reference for comparison of alternative policies. 


These projections are all expressed in terms of the equivalent of milk 
of 3.5 per cent butterfat, and account for skim milk products only to the extent 
that they include the whcle milk equivalent of the butterfat complement to skim 
milk. The corresponding supply-demand balance for skim milk products is shown 
in Table V.7. The shift from cream to milk shinning is projected to be complete 
by 1980. The result of this shift is to increase the supply of skim milk more 
rapidly than it can be absor'ed in the domestic market at the price levels which 
have prevailed in recent years. Consequently, a large surplus of skim milk can 
be expected to persist throughout the 1970's and this surplus will only decline 
in the 1980's when the domestic market will expand more rapidly than the supply of 


skim inilk. 
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Table V.7. Production and Consumption of Skim Milk Products, 1966, 1967 
and Projections for 1975 and 1980°’ 


Skim Milk Products ip Terms 
Wea is tas ease aca: 1966 1967 1975 1980 


-\--r-- millions of pounds - - - - - 


1. Production 35) Ss 465 581 
2. Domestic disappearance 192 176 304 347 
eeeourpeusucl.—2.)) 163 201 161 234 
4, Net exports 130 123 
5. Stock accumulation 35 78 


“source: Dominion Bureau of Statistics and project projections. 
Projection method: production = skim milk powder complement of domestic 
disappearance of butterfat excluding butterfat from two per cent milk; 
domestic disappearance = estimated consumpticn of skim milk powder at 
constant real prices from demand equation (Table V.1) plus assumed domestic 
market of 80 million pounds for other skim milk products. 


“Evaporated and condensed skim milk, casein and skim milk powder. 
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VI. ALTERNATIVE DAIRY INDUSTRY POLICIES 


(i) Current dairy policy problems -- a synopsis 

Put most simply, the main problems of the dairy industry stem from the 
attempt through government policies to protect and maintain a type of agricultural 
production in which Canada has a marked comparative disadvantage. Primary dairy 
production in Canada is, for the most part, characterized by high and rising costs. 
Excepting those small scale producers who have low opportunity costs, and large 
scale producers, predominantly fluid shippers, who have attained substantial 
economies of size, the majority of producers would not be able to cover their 
operating costs and obtain a return on their labour and equity if federal subsidies 
were significantly reduced. In such an event many producers who derive a large 
part of their income from dairying would face income problems, varying in severity 


and duration with their farm and off-farm alternatives. 


To a lesser degree, firms in the processing-distributing sector are 
facing similar problems, in that many small output,low-efficiency, plants have 
experienced increases in raw material and labour costs which have not been offset 
by higher selling prices. Both sectors are characterized by wide disparities in 


levels of technology and average costs. 


The concern of dairy industry spokesmen in recent years has arisen out 
of an interaction of rising input prices, changing technology, accelerated attrition 
in the number of primary producers, processors, and distributors, and increased 


concentration and competition in processing and distribution. 


Primary producers have sought and obtained additional federal subsidiza- 
tion to improve their incomes. As a consequence the federal treasury costs of 
support programmes for manufacturing milk and cream currently amount to $130 million 
per annum, and the consumer costs exceed $100 million. Yet notwithstanding these 


large outlays there is no prospect of substantially improving incomes from dairying 
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or reducing the costs of support if present policies are maintained. Indeed, the 
present high prices of dairy products provide incentives for the introduction of 


substitutes which would crode the markets for dairy products. 


In brief, the choice before the federal government is to continue a 
dairy policy which does little to improve the income of poor farmers or the 
efficiency of the dairy industry, and which incurs large treasury and consumer 
costs, or to adopt an alternative policy which would lower average production 
costs, and reduce support costs, consistent with adequate provision for the welfare 


of low-income farm families. 


Politically, the federal government, through creation of the Canadian 
Dairy Commission and through public statements on dairy policy, has committed 
itself to assist the industry, while respecting the interests of other groups, 
specifically consumers. But it has not yet committed itself to any long-run policy. 
It is the lack of definition and the consequent fluidity of existing federal dairy 


policy which provides the best hope for changes in policy. 


(ii) Policy alternatives 

Any policy can be evaluated, once its objectives are clear, in terms of 
the direct costs to taxpayers and consumers, the indirect costs borne by the 
economy due to poorer allocation cf resources or reduced advantage in international 
trade, the extent to which the objectives actually are attained, and its probable 
duration. The objectives of the policy can be assessed also, in terms of their 
clarity, consistency or conflict with other policy objectives, etc. But insofar 
as policies typically are formulated through a process of compromise among competing 
objectives, it is the politician, not the economist, whc must assess the relative 
importance of the objectives, decide on the appropriate compromise, and bear the 


responsibility for the consequences. 
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Unfortunately, a solution to the problem of the present dairy policy 
inescapably involves a far clearer statement of long-run objectives than post-war 
governments have clected to make, and we must outline those objectives which seem 
most relevant. The attempt to create a manufacturing milk sector capable of 
eventually meeting domestic requirements without high direct or indirect Costs 
must be ruled out as infeasible. The alternatives essentially involve a choice 
between the size of the industry and the total costs deemed consistent with the 
national interest. In our view, there is little sense in choosing as a goal a 
permanently subsidized industry. The choices should revolve about the schedule 
for achieving a fully competitive dairy industry, recognizing that major adjustments 
in both primary and processing sectors will be required. Two rates of progression 
towards such a goal are to be considered: one intended to remove all subsidies and 


import restrictions by 1980, the second involving a more modest rate of adjustment. 


There are other policy alternatives. Some would argue for a prompt 
termination of all government assistance to the industry. Representatives of dairy 
producers, by contrast, periodically urge that federal assistance programmes should 
be expanded still further. Neither approach appears to have political or economic 


merit. The very size of the industry militates against jeopardizing it by discon- 


ras 
tinuing all dairy subsidies, and the political repercussions of such an abandon- 
ment of government responsibility would be far greater than the political 
importance of the dairy industry alone. At the same time there are no cogent 


reamns for maintaining, let alone expanding, the present high rate of assistance. 


Farm receipts from dairying amounting to about $440 million and value added in 
dairy factories amounting to some $150 million would be affected directly; about 
$340 million of sales of other industries to the dairy industry would be indirectly 
affected, and the full indirect effects would be much greater. (Rough calculation 
of the sales of other industries most immediately affected derived from input- 
output coefficients applied to 1967 data. See T. Josling and G.I. Trant, Inter- 


dependence Among Agriculture and Other Sectors of the Canadian Economy, Agricul- 


tural Economics Research Council of Canada, Publication No.2.) 
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Two decades of protectionism have not improved the competitive position of Canadian 
dairy producers, and there is no rational reason for continuing tc assure producers 
of virtually exclusive rights to the domestic market. Even if continued at the 
current rate of assistance, the present value of treasury expenditure on dairy 
programmes over the next decade would exceed one billion dotiexes: The burden of 
supnort programmes on consumers is already high and regressive in its incidence; 

if increased, it would accelerate the introduction of substitutes and the erosion 
of dairy product markets. Finally, if present assistance to dairying is expanded, 
it will become even more difficult politically to deny quid pro quo arguments by 
other agricultural producers, and to prevent escalation of general assistance to 


agriculture and the deterioration of its competitive position. 


(iii) Programme alternatives 

It is trivially true, but perhaps necessary to emphasize, that there 
are an infinite number of alternatives to present dairy programmes. We hope only 
to have considered those which, because they have been proposed often or because 
they provide prospect of solution to policy problems, are the most important. 
Consideration is given to a number of programmes which could be incorporated in 
a comprehensive overhaul of present policy, and which deal successively with 
(a) dairy farmers in poverty, (b) structural rationalization of dairying, (c) the 
pricing of milk at the margin, (d) the processing-distribution sector, (e) dairy 


substitutes. 


(a) Programmes for dairy farmers in poverty. To the extent that dairy 


programmes have been implemented to improve the incomes of many poor farmers, 
current subsidies, which are proportional to market sales, are an indirect and 
inefficient means of dealing with the problem of rural poverty. As noted earlier 


in this study, low income farmers are much less closely associated with dairying 


The capitalized value of $130 million annual expenditure over 10 years, discounted 
at 6 per cent, is $1,014 million. 
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than they used to be, and the Dairy Commission now places little emphasis on 
poverty problems as a rationale for its policy. Nevertheless, a significant 
proportion of dairy producers would face serious income problems without present 


subsidies. 


These considerations provide grounds for a direct approach to the problem 
of low-income producers. This could take the form of payments based on family 
income deficiencies in relation to some minimum family income standard, or the form 
of payments for retraining and transfer to more remunerative occupations, or pay- 


ments for area redevelopment. 


However, this approach could not be justifiably applied to resolve the 
poverty problems of dairy producers alone, nor yet of farmers alone. A general 
minimum income policy, once introduced, would obviate the need for most special 
assistance to agriculture. Within the scope of this study we can only stress the 
importance of recognizing this fact in the formulation of general agricultural 
and economic policies, and the inappropriateness of dealing with poverty problems 


by means of dairy programmes. 


(b) Structural rationalization programmes. The raison d'étre! oftthe 


Dairy Commission's policy is now centred on transforming the primary dairy sector 
into a structure composed of units large encugh to warrant investment in specialized 
equipment, housing and livestock and thus to attain economies of size in production. 
Many suggestions have been made regarding the appropriate measures to attain this 


objective. 


Capital grants and loans. Seemingly the most direct means of transforming dairy 
enterprises into economic units is a system of capital grants, or possibly interest 
free loans, to finance the necessary investment. These might be allocated to 


farmers on the basis of the submission of an approved plan which would provide 
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technical details and anticipated costs and returns of the enlargement. Presum- 
ably participating farmers would be expected to compete without need of direct 


payments. 


There are three kinds of objections to this proposal, First, it would 
appear to duplicate, and even conflict with, cxisting farm credit policies, and 
inequitably give special credit privileges to dairy producers. If there is a 
basis for a credit policy for agriculture, both equity and efficient resource 
allocation within agriculture dictate that the policy apply equally to all types 
of producers. Second, if the enlarged dairy enterprises were able to compete only 
because of the low cost of their investment, then obviously the programme would 
merely defer current problems to a later date, and morally commit future govern- 
ments to extricate farmers from difficultics created by these capital subsidies. 
Third, if the enlarged dairy enterprises could earn a market rate of return on 
the investment, then there would be no grounds for subsidizing the cost of the 
investment, but only for ensuring that imperfections in the credit market dic not 


discriminatorily restrict loans to any kind of farmer. 


Proposals for a special capital grant or free loan programme for dairy 


farmers are completely unsound. 


Promotion of alternative farm enterprises. The high treasury costs of supporting 
a type of enterprise in which Canada has a serious comparative disadvantage has 
led to suggestions that solutions to dairy policy problems lie in the promotion 
of other farm production for which relative costs are more favourable. In the 
Prairies beef, hog, and grain production provide good alternative enterprises in 
most areas, but in Eastern Ontario, Quebec and part of the Maritimes the choices 
are less obvious. No attempt has been made tc evaluate all the regional alter- 


natives. Instead, the general argument that the federal government should attempt 


anita ae 


to raise effective opportunity costs for dairy producers and thus encourage the 
less efficient shippers to switch to other enterprises will be examined, and 


illustrated with one example. 


The crux of this argument is the interpretation of the phrase ‘encourage’ 


or ‘promote’ alternative enterprises. If the proposal is for the federal govern- 
ment to undertake research, to disseminate information on the results, and to work 
with provincial governments to ensure, through extension services, that farmers 

are fully aware of the alternatives open to them, then the proposal only stresses 
the importance of these government services being fully relevant to farmers' 
problems. There can be no serious disagreement with such a recommendation. However, 
if the proposal is interpreted to mean that funds presently being allocated to 
dairy programmes should be expended on subsidization of alternative enterprises, 

it is difficult to justify. If the net returns to some secon in dairying are 
higher in cther enterprises despite dairy subsidies, resources will undoubtedly be 
transferred into those enterprises, and in fact such a movement has occurred in 
many regions in recent years. Undoubtedly at lower rates of subsidization mere 
resources would be allocated to uses other than dairying. But there is no gain 

tc encouraging such resource shifts by subsidizing the net returns to non-dairy 
enterprises, and thus promoting further malallocation of resources. Unless a 
production subsidy is less than the transfer payments which would be required to 
raise the incomes of the owners of the resources up to an acceptable minimum income 
level, there are no economic grounds for introducing the subsidy. And since agri- 
cultural subsidies tend to be paid equally to all producers of a given type, regard- 
less of their opportunity costs, production subsidies commonly exceed income 
deficiency transfer payments in treasury cost, and/or fail to raise the incomes 


of the poorest recipients to an acceptable minimum. 
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Heighton, in a recent article, has suggested that manufacturing milk 
shippers in Eastern Ontario are potentially capable of greatly expanding corn 
production in that region to meet the starch and distillery demand for corn, at 
present supplied mostly by imports from the United Beaten It has been suggested 
by others that corn production might prove a suitable alternative to dairying in 
Western Quebec as well as Eastern Ontario. Heighton showed that corn could be 
a profitable crop in Eastern Ontario, and because it is a deficit area, average 
prices for cash corn were higher than in Western Ontario and more than offset 
differences in production costs. He estimated that some 266 thousand acres of 
land was of good potential for corn production compared with a present acreage 
of about 10,000. Not considered by Heighton were the net returns to other grains 
in Eastern Ontario, nor the corn prices and average costs which night prevail if 
corn acreage were expanded. Certainly if production were increased substantially, 
prices would fall, and it is probable that as less competent producers start 
growing core and as additional land is brought into corn cultivation, production 
costs would rise. Dut assuming that corn production could be profitably expanded 
in Eastern Ontario, and recognizing that the additional corn likely would be fed 
to livestock on farms in the region as local corn prices declined, what are the 
implications for dairy policy? At best, livestock output, including milk, would 
increase in the region and the incomes of present dairy farmers who began growin;, 
corn would oven © But corn production does not appear to be a panacea to the 


problems of Eastern Ontario dairymen, nor are there sound reasons why the federal 


government, through subsidies, should make it so. 


z 
v ae Heighton, "The Grain Corn Enterprise in Eastern Ontario, 1967," Canadian 


Farm Economics, June 1968. 


ax ] 
Heighton's cost data were based on farm management account records which would 


be representative cf the more progressive farmers. 


KKK : 
A possible parallel to the future of corn and livestock production in Eastern 


Ontario is the experience of Oxford county in Western Ontario. About 15 years 
ago Oxford county also had a major dependency on manufacturing milk and good 
opportunities for expanding grain corn production. Since then grain corn 
acreage has expanded fivefold, total milk cows increased from 40,000 to 50,000 
head, while other forms of livestock production increased even more. Dairy is 


payron t Ve, gy vs eee ek eT) ee eee ee eR a Os er Re ES ee BY pee ST Reg See pe ee en pee 
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Negotiable subsidy eligibility quotas. The issue of making the Dairy Commission 


quotas negotiable has been fully discussed [see Section II (i)] and our conclusion 
is clear, namely, if quotas are to be maintained, open negotiability should be 
permitted. Quota negotiability will facilitate adjustment, but, of course, 
without other changes, the high costs of dairy subsidies will persist, and the 
distribution cf subsidies will shift more rapidly to the larger shippers, thus 
accentuating concern about large direct subsidies being paid to operators of 
relatively large farm businesses. At present, quota transfers are contingent on 
two farmers getting together and agreeing to transfer a herd and the concomitant 
quota from one to the other. An open quota market would permit interregional 
transfers. Shippers with the lowest opportunity costs of milk producticn, large 
shippers and shippers in Quebec and Ontario, would seek to buy quota, while pro- 
ducers in the Maritimes and especially in most parts of the Prairies, and those 


in the 50,000 to 150,000 pounds class, predominantly would be the sellers. 


Progressively lower direct payments. Apparently the Dairy Commission regards 


direct payments as a means of encouraging structural rationalization, and envisages 
eventual attainment of a dairy structure which does not require such subsidies. 

The relevant questions to raise about this programme are the manner and timing of 
its termination. One approach, suggested by recent programme changes, is to progres- 
sively raise the cut-off level for eligibility from the existing 12,000 pound limit 
until no producers are eligible. While administratively simple, this procedure 
would be completely arbitrary. Its justification would require the assumption 

that the Commission's determination of the returns which should be received by 
different producers was more appropriate than the returns resulting from market 
forces. (Such forces would be evident, for example, in an open quota market.) 

The present direct payments programme is subject to this criticism; there seems tc 


be no reason for extending it. 
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Another method of phasing the programme out is to reduce the value of 
the unit payment each year. Sooner or later this must be done, but by itself such 
a change would be too negative to be well received by producers, in which case it 


likely would be politically unfeasible. 


Establish milk shipping pools. Much of the agitation on the part of manufacturing 
milk and cream shippers for higher prices has been stimulated by comparisons between 
their prices and the prices received by fluid milk shippers. The apparent inequity 
of this situation, and the apparent inconsistency of double quality standards for 
fluid and manufacturing milk, has prompted several writers to urge a uniform 
standard of quality for all milk and a blend price for milk f.o.b. the receiving 
plant Presumably price pooling would be introduced on a regional basis to mini- 
mize problems for fluid shippers whose average prices would be reduced by additional 
shippers. A proposal for eventually complete regional price pooling has ccnsiderable 
appeal because of the removal of existing inequities and the improvement in incomes 
which could be attained for current manufacturing shippers through a share of the 


higher priced fluid market, instead of through direct subsidies. 


The difficulties of implementing such a proposal are immense. It would 
require a very high degree of co-operation between the Dairy Commission and provin- 
cial milk authorities, who in most provinces are little concerned about non-fluid 
shippers. Nor is the scheme quite as attractive as it might at first appear because 
(1) there are additional costs incurred in raising the quality of milk produced by 
manufacturing shippers (even by the larger, year round shippers) to meet fluid milk 
renee and (2) the same quality standards are not required for milk which 
is to be processed as for milk which is to be consumed as such. Consequently, even 


if manufacturing shippers were given access to a pool, not all would elect to 


t, 


For example, G.I. Trant, Recent Canadian Dairy Price Policies, bulletin, Depart- 


ment of Agricultural Fconomics, Ontario Agricultural College, 1955; Wm. Mackenzie, 
The Canadian Dairy Industry, Agricultural and Rural Development Act project 


¥15033, 1967. 


Kx 
See Section I (wi). 
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particinate in it. In Ontaric, for example, where manufacturing shippers were 
recently given the opportunity of entering the Eluid pool, only some 800 producers 
applied out of a total of over 18,000." To legislate grade A standards for 
producers who are not interested in shipping to fluid markets would unnecessarily 


increase production costs. 


However, the principles of pooling among shippers who attain a common 
standard of milk quality, and of providing access to the higher price pool should 
be implemented on the basis of both equity and the removal of distortions in 
resource use attributable to market imperfections. The Dairy Commission's pro- 
grammes should facilitate fulfilment of these principles, and the Commission should 
encourage provincial boards in the course of consultation with them to establish 


uniform standards for fluid and for processing milk and to create price pools. 


Compensation payments to induce withdrawal. If the present direct payments pro- 
gramme serves to retard the rate of withdrawal out of dairy production, it anpears 
logical to encourage producers to quit by offering a lump sum payment to those who 
stop shipping milk. A uniform payment to any manufacturing milk and cream shippers 
would ensure that the least efficient had the most incentive to withdraw. Alter- 
natively, the payment could be made proportional to the direct payments received 

in the past; for example, the compensation offered might equal the capitalized 
value of the payment received over the next three years, appropriately dsecotnt cae 
As producers went out of production, total milk and cream sales would decline and 
market prices would tend to rise above support levels, thus reducing or eliminating 
export subsidization expenditures. In fact the Dairy Commission has paid compen- 


sation to those producers with shipments in 1967-68 below 12,000 pounds cf milk who 


were eliminated from participation in the direct subsidy programme. 


ae 
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Of these, only 475 were qualified tc narticipate because of milk quality standards, 
requisite physical facilities, and ability to meet year round production require- 
ments. No doubt more will apply and qualify as the benefits of the pool and the 
entry standards become better known. 


x 
If the discount rate were 6 per cent, the compensation payment to a shipper who 
had received $500 in direct payments would be $1,417. 
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Arguments might be raised about the wisdom of paying farmers for not 
shipping milk. Another criticism might be the implied reversal of the Dairy 
Commission's policy. But these criticisms are substantially blunted by the fact 
that the government has committed itself to assist the primary dairy sector, and 
specifically to rationalize the structure. In conjunction with other programme 
changes, compensation programmes could contribute importantly to these objectives 


while also lowering the cost of attaining them over the next few years. 


(c) The pricing of milk at the margin. The inadvisability of increasing 


prices of dairy products to consumers has been made plain, but the appropriate 
price support policy remains to be discussed. Both the level of prices for milk 
and the relative pricing of the butterfat and solids-not-fat components are 


pertinent. 


The current surpluses of skim milk powder and emerging butter deficits 
might prompt suggestions to lower the skim milk powder price and raise the price 
of butter. The Dairy Commission through its direct payments programme marginally 
applied such reasoning this year. However, unless self-sufficiency is the corner- 
stone of dairy policy there is little merit to this argument. Its implementation 
would add to the incentives for substitutes, and, because of the relative price 


* 
elasticities, it would lower total expenditures on dairy products. 


The alternative cf lowering butterfat prices and raising prices for 
solids-not-fat would, of course, accentuate the present imbalance between domestic 
utilization and production cf these milk components. The Canadian Dairy Commission 
could import butter to meet the deficit and use thc difference between the import 


price and the domestic price to finance its support programme. Conceivably it 


‘ear example, if the price of butter were raised 10 per cent, the price of skim 
milk powder would have to be lowered by nearly 16 per cent to maintain the same 
price of milk. With price elasticities of -1.2 for butter and -.3 for skim milk 
powder, expenditure on the former would decline by 3 per cent and expenditure on 
the latter would decline by 12 per cent. 
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might finance the export subsidies with revenue from butter eect But it 

would be more consistent with a long-term dairy policy designed to make the 
industry competitive to lower the prices of both the butterfat and the solids- 
not-fat. Such a reduction should be introduced gradually to facilitate adjust- 
ment on the part of processors and primary producers, and to maintain a stabilizing 
floor price. Maintenance of constant nominal price support levels would result 

in real prices declining slowly. Canadian prices for dairy products could he 
expected to move toward world prices. Export subsidies might still be necessary 

to dispose of surplus non-fat milk solids in the form of skim powder anc casein, 


but the subsidy per unit would decline. 


Whether export subsidization of cheldar cheese should be continued is 
doubtful in view of the poor prospects for growth of cheddar sales in the British 
market. As Canada moves toward a net deficit position in dairy products trade, 
the rationale for subsidizing 30 million pounds of cheddar exports each year will 
vanish. An alternative to the cheddar programme is to promote the development of 
specialty cheese production in Canada. Superficially at least, the prospects 
for an expanded specialty cheese sector are good: the demand for such cheeses is 
strong and will continue to grow rapidly, and some specialty cheese are already 
produced domestically. We dc not suggest another subsidy programme, but rather 
a thorough investigaticn into the feasibility of expanding specialty cheese pro- 


duction, and then, if appropriate, promoting it. 


(d) The processing-distributing sector. The impact of federal dairy 


pelicy on milk processors and distributors includes the effects of price support 


programmes on margins, and the effects of dairy programmes on milk and cream supplies. 


* 
A reduction in the butter support price from 63 to 57 cents and an increase in the 


powder support price from 20 to 23 cents would yield the same price for whole milk. 
Demend for butter would rise by about 12 per cent, production might decline by 3 
per cent, so that about 50 million pounds would have to be imported on which the 
Commission could realize $7.5 million. Even if the surplus of solids-not-fat in 
terms of powder rose by 20 per cent, or from 201 million to 241 million pounds, 

the Commission could finance all its surplus disposal programme out of its import 
revenue. 
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To the extent that changes in federal policies have had a destabilizing 
effect on trends in milk and cream supplies, some processors have experienced 
difficulties, and all are faced with uncertainties in planning investment in 
plants and equipment. Processors, like primary producers, stand to gain by an 


unequivocal statement of long-run dairy policy. 


Seasonal stabilization of prices has accentuated scasonal instability 
of milk and cream production and thereby added to processing costs. If the 
Canadian Dairy Commission's objective of large economic-sized dairy enterprises 
is realized, seasonal variation in production will become much less marked: 
average processing costs will tend to decline as the annual output of plants 
rises toward their annual capacity cutput. The Commission should not attempt to 
determine manufacturing milk prices to producers, even by indicating the prices 
which provincial agencies should expect to obtain for shippers. Implicitly this 
is an attempt to set processing margins, which is unlikely to succeed equally 
among regions (and thus lead to distortions in interregional competition). It 
would be preferable to let margins be determined by competitive forces, not by 


administration. 


(e) Dairy substitutes. Policy toward substitutes for dairy products 
is largely a provincial matter. Its importance serves to draw attention to the 
interrelations among federal and provincial dairy policies, and to the need for 
full co-operation among all these jurisdictions in the formulation and admini- 
stration of policies. The federal government has an important but secondary role 
to play as a co-ordinator on these matters. Direct federal involvement in dairy 
substitutes policy will probably be limited to prescription of nutritional stan- 


dards, and possibly imposition of excise taxes on certain products or import cluties 


on some constituents. 
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The best strategy against new substitutes, notably those for fluid milk, 
will be to offer consumers dairy products at competitive prices and of high quality. 
Arguing by analogy to reconstituted and other all~dairy milks, there appears to be 
a strong argument for continuing to prohibit #illed milk,.or to pricenitsedairy 
component at class I levels. The same is not true cf synthetic milk and undoubtedly 
once the flavour and nutritional problems of this preduct have been overceme it 
wili prove difficult to prevent its introduction. The inroads which might be made 
hy substitute milks will depend largely on pricing of fluid milk. The lower the 
rate of increase in producer prices, and the greater the stimulation of competiticna 
among distributors, the less will be the impact of substitutes. Producers 2nd 
provincial boards must realize that present pricing will be a major determinant 
of the future size of the market. Again, any attempts to determine retail prices 
administratively will militate against competition in the fluid milk trade and 


favour substitutes. 


(iv) Policy Recommendations 

Formulation of a clear long-run policy for the dairy industry is impera- 
tive. In our view, that policy should have as its major objective the development 
of a competitive dairy industry, through the gradual liberalization of trade and 
the progressive removal of subsidies, ccnsistent with proper compensation for 
existing producers of milk and cream for manufacturing use. Further, policy for 
the dairy industry should be integrated with policy for agriculture as a whole. 
It is appropriate to outline the programmes recommended to achieve these objectives, 
but the rate of progression depends partly on political considerations and on 
future developments in the industry, about which forecasting can be neither reliable, 
nor in consequence, useful to policymakers. However, as a basis for assessment of 
the policy proposed, projections are presented of the supply-demand balance on the 
alternative assumptions of complete and of partial attainment of the objectives 


by 1980. 
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Policy for farmers in poverty, though of great urgency, is not properly 
implemented through dairy programmes, and in many regions solutions to the problem 
require much broader programmes than the responsibilities of the Canada Department 
of Agriculture alone would warrant. Accordingly, we have not made specific pro- 
gramme recommendations for dairy farmers facing serious low-income problems, 
although in the course of this study we have attempted an assessment of their 


number and predominant location. 


Programme recommendations 


1. Direct payments. Existing holders of subsidy eligibility quotas should be 
offered a cash payment in compensation for relinquishing their quota privileges. 
The rate of compensation might appropriately equal the present value of the payment 
made in 1968-69 over the next three years, discounted at 6 per cent. The offer 


might be made available for two years. 


Remaining quotas should be made openly negotiable, subject to the restric- 
tion that any producer shipping less than his quota will have his quota holding 


automatically reduced to the level of his shipments in that year. 


The unit value of the direct payments should be progressively reduced. 
Since inflation will reduce the real value of the unit payment, the nominal value 
can be reduced slowly. To avoid any speculation and to facilitate production 
planning, the nominal value of the unit payment should be announced five years 


in advance. 


2. Market price supports. The level of support of prices for butter, skim milk 
powder, and cheddar cheese should be reduced gradually. The rate of reduction 
required in nominal terms will be modest as inflation lowers the real level of 


support. 
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Export subsidies on cheddar cheese will decline with constant nominal 
price support levels, but the possibility of replacinp this programme with one 
designed to develop the domestic srecialty cheese sector should be carefully 


investigated. 


3. Processing margins. Increased efficiency in processing and distribution of 
dairy products should be encouraged. Specifically, the federal government should 
not attempt to set margins for processors by announcing a farm price of whole milk 


estimated to correspond to the support levels of dairy >roducts. 


4, Federal-Provincial co-operation. Responsibility for dairy policy cannot be 


compartmentalized precisely among federal and provincial jurisdictions. The 
required co-operation among government agencies responsible for dairy policies 
includes consultation on policy formulation, consistency among programmes, an‘ 
removal of its inequities arising out of discrimination between fluid and other 
milk shippers. In the latter regard, provincial sovernments should undertake 

to establish regional price nools for grade A milk and provide non-fluid shinrpers 
with the opportunity of entry into such pools. The federal government should 
encourage such provincial programmes, not create disincentives for entry. Snpecifi- 
cally, in regions where pools exist shippers should be permitted tc hold direct 
payment quotas and receive payments on all shipments in excess of 125 per cent of 
their sales at class I prices. Manufacturing milk shippers transferring into tiie 
pool under this programme would be permitted to continue receiving direct payments 
on their federal quota subject to the same restrictions as other fluid shirrers, 


and all fluid shippers would be permitted to purchase federal quota. 


It would be desirable if all programmes to determine retail prices for 
dairy products were discontinued, excepting prohibition of the retail sale of fluid 
milk below cost. Provincial governments have an important part to play in stimu- 


lating competition in processing and distribution. 


ares 


Any recommendations with regard to dairy substitues are contingent on 
interpretation by the courts of substitute legislation, and on public support 
for such legislation. In our view, the best strategy against erosion of dairy 
product markets by substitutes is through competition. It must be recognized 
that the pricing of fluid milk will te a major determinant of the future intro- 
duction and market growth of substitute milks. In the interest cnly of consumer 
health, fluid milk substitutes should be required to be nutritionally equivalent 


to dairy milk. 


Policy planning and administration 


The dual functions of policy development and programme administration 
at present undertaken by the Canadian Dairy Commission should be the responsibilities 
of separate government agencies. The Commission should continue to be responsible 
for programme administration and could make an important contribution to the devclop- 
ment of dairy policy. The main responsibility for policy planning, however, should 
be discharged by another agency, such as the Economics branch of the Canada Depart- 
ment of Agriculture. Such 2 separation of responsibilities is essential to the 
development of a sound dairy policy. Policy planning, properly undertaken, should 
include rigorous analysis of the problems which provide the rationale for the policy, 
regular evrluation of the programmes, and the formulation of programme chances. 
In the immediate years ahead these tasks will require about two man-years of 


experienced professional time annually. 


Data deficiencies 

At various points in this study we have found it necessary to comment on 
the inadequacies and inaccuracies of available data on the dairy industry. In view 
of the very large treasury expenditures on dairy programmes and the importance of 


the dairy industry, the quality of published dairy statistics is disgracefully poor. 


eevee 


Some kinds of data, crucial to appropriate policy formulation, are not available. 
In particular we are concerned that only estimates for the most summary aggregates 
on net farm income are available, so that the present distribution of net farm 
income and of total family income of farmers, including dairy farmers, is com- 
pletely unknown. Patently in the interest of policy for all sectors of agricul- 
ture these data deficiencies must be overcome. Statistical information obtained 
in the course of administration of dairy programmes, improved monthly surveys, 

and complete linking of the Censuses of Population and Agriculture can contribute 


to data improvement. 


(v) Projections toward rationalization 

The evolution of an unsubsidized and prosperous Canadian dairy industry 
will depend considerably on the encouragement given for structural adjustment 
through changes in dairy programmes. An unequivocal statement of long-run policy 
goals and an explicit statement on the long-run plans for the direct payments 
programme would do much to stimulate adjustment by removing major sources of 


uncertainty. 


We assume that the direct payments programme will be phased out by 1980. 
Changes in market price support programmes, however, might be expected to be more 
gradual. We consider two rates of progression towards removal of all price 
supports for manufacturing dairy products, assuming (1) maintenance of present 
nominal price support levels, and (2) removal of all supports by 1980. In both 
projections it is assumed that real prices for fluid milk will be constant. Cheese 
prices are little above the unrestricted import price level, and are projected 


* 
here to reach that level by 1975. The demand projections are shown in Table V1.1. 


* 
Even so, the 1980 per capita consumption of cheese (15.8 pounds) is probably too 


high; 14 pcunds appears Jikely to be a saturation level for cheese consumption 
in North America. 
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Table VI.1. Per Capita and Total Consumption of Dairy Products, 
Projections for 1975 and 1980, Assuming Declining Real Prices 


Assuming maintenance Assuming removal 
of support prices of all price supports 
at present nominal levels by 1980 
1975 1980 1975 1980 
ele) Cates) Gowen tem OUTIC Sees Re Ble marl = 
Per capita consumption 

Fringe mens 246.0 233.0 246.0 233.0 
Butter A745) 17 5 ef 7 Oie2 
Cheese 2 14.0 WSs! EO ieSyate' 
Other Milk Products ° 96.4 90.4 95.0 88.4 


Total consumption 
in milk equivalents 
b 


-\|------ millions of pounds - - - --- - 


Fluid milk’’ 5,703 5,943 5,703 5,943 
Butter 9,432 10,667 9,820 11,094 
Cheese 5093 3,997 B.223 3,997 
Other Milk Products 2, 286 2,355 2,252 2,303 

ae ae 19,594 21,630 19,949 22,005 


eats adace. Table *Vv3- 


The reduction in the total supply of milk in response to lower real 
prices is difficult to predict. If support prices remained at their present 
nominal levels, the farm price for manufacturing milk would decline to about 
$2.65 by 1975 and $2.30 by 1980 measured in terms of 1967 dollar values. At 
such a price in 1975 few producers shipping less than 240,000 pounds could be 
expected to be covering their costs; that is, a 30-cow herd would tend to be the 
minimum size of manufacturing milk enterprise. By 1980 even such a herd size 
would be uneconomic, and available information on production costs provides little 
basis for suggesting the minimum size of enterprise, especially since changes in 
production techniques will alter the costs of the largest dairy enterprises sub- 


stantially. But it is clear that only the largest shippers would find production 


profitable at these prices. Based on the herd size distributions projected from 
recent trends (Table V.4) and assuming 33 cows as the minimum herd size, the total 
number of dairy farms in 1980 suggested by these policy changes is about 23 thousand. 
Probably the majority of these producers would be fluid shippers. The supply of milk 
in 1980 corresponding to these shippers would be 10.5-11.5 billion pounds, rather 
than the 17.9 billion pounds projected from recent trends (Table V.5). A supply of 
this magnitude would be consistent with a dairy industry oriented only toward the 
domestic market for fluid milk, cheese, and some "other milk" products, notably ice 
cream. Imports would account for the balance of domestic consumption, and would in- 
clude all butter requirements, and 10-20 per cent of total cheese consumption, depen- 
ding on the growth of Canadian specialty cheese processing. It should be noted that 
such a balance between domestic demand and supply would not generate surpluses of skim 
milk solids. 

The recommended controlled progression towards liberalization of trade 
would require the Dairy Commission to import butter as the domestic butter deficit 
develops. If support prices were maintained at present nominal levels, prices could 
be expected still to be 5-10 per cent above present world market levels in 1980. It 
could be argued that the transformation of Canada from a net exporter to a net impor- 
ter of dairy products would raise world prices. However, recent F.A.O. projections 
of the development of the world market for dairy products indicate growing surplus 
problems in the 1970tee, A more rapid rate of adjustment would be necessary, of course, 
to remove dairy price supports completely by 1980, but the adjustments would not dif- 
fer in kind nor greatly in degree. 

Implementation of the recommendations of this report would lead eventually 
to a primary dairy sector comprising only fluid milk shippers and to a processing 
sector based solely on processing of milk surplus to fluid requirements. The fluid 
milk segment is clearly the only foundation for a viable dairy industry in Canada. 
The present projections assume fluid milk price policies and other policies which 
avoid any inroads by new substitutes. It is to be hoped that such policies are 


actually implemented. 


* 


Agricultural Commodities ~ Projections for 1975 and 1985, Volume I, Food and Agri- 
culture Organization, CCP6//3. 
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Appendix II.A 


The Apparent Lack of Supply Response to Recent Increases 
in Returns to Dairying -- An Explanation 


The absence of any expansion in milk supply in response to the recent 
increase in producer returns has perplexed many observers. The average national 
increase in market prices between 1965 and 1967 was about 13 per cent, but in 
Quebec and some other provinces the increase was less, and in New Brunswick and 
Saskatchewan the average price actually declined. Nevertheless, the large direct 
payments, initially unlimited by quota, might have been expected to stimulate milk 
supplies. No single factor can be adduced to rationalize the apparent lack of 
supply response. Undoubtedly favourable prices for alternative products such as 
beef, hogs, and wheat, and increasing dissatisfaction among farmers with the daily 
labour demands of the dairy enterprise, have served to minimize the response. 
Significantly, milk sales in Quebec, where the alternatives to dairying are least 
attractive, did increase by over 10 per cent from 1965 to 1967. It is also clear 
that structural change has partly masked the supply response. Declines in the 
numbers of small shippers and growth in the shipments of large producers, have 
tended to have offsetting effects on total supply. The shift from cream to milk 
shipment is not measured by the Dominion Bureau of Statistics method of expressing 
total sales off farms in milk equivalents, so that, though butterfat supplies have 
not increased, supplies of solids-not-fat have risen. Sales of milk for manufac- 
ture of cheese, ice cream and concentrated products, for example, increased by 
nearly 5 per cent from 1965 to 1967. Finally, the incentives for expanding produc- 
tion may well have appeared less to producers because of uncertainties about the 


federal dairy programmes. 
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Appendix II.B 


The Consumer Cost of Market Price Supports 


The cost to consumers of supporting market prices can be measured, 
as in Table II.1 for butter, by comparing the actual domestic price with the 
(world) price which would have obtained in the absence of price supports. In 
the case of butter this cost is attributable mainly to the embargo on imports, 
but also to the increase in prices above the domestic equilibrium level maintained 
through government offer-to-purchase programmes. The difference between world 
and domestic prices multiplied by the domestic disappearance of the product is a 
measure of the additional expenditure incurred by consumers on account of the 
support programmes. (For example, see Table II.1,.) However, this measure fails 
to allow for the fact that consumers would have purchased more of the product if 
its price had been lower, and thereby underestimates the full cost of a price 
support programme to consumers. In the case of butter the total costs to consumers 
of market price supports can be calculated readily and are shown in the following 
table for the years 1957-1967, on the assumption of a perfectly elastic import/ 


supply function. 


Consumer Cost of Butter Price Supports -- Two Measures 
Montreal price less London price 
Year multiplied by Canadian le ache 
F to consumers 
domestic diappearance 
-----+---- $(millions) - -------- 
L957 81.8 100.3 
1958 LIDS6 144.5 
¥939 (ee: 85.6 
1960 75.08 92.4 
1961 So.7 fa 0 pea 
1962 48.8 56.4 
1963 24.6 20 62 
1964 24.2 yas Ie 
1965 34.3 BO) a2 


=e i 51a 


However, in assessing the consumer cost of the butter support programme 
it should be appreciated that had Canada imported virtually all its butter needs 
the world price for butter would have been somewhat higher. World trade in butter 
has been about 1,320 million pounds in recent years, with the United Kingdom 
accounting for over 80 per cent of total imports and New Zealand contributing 
about 50 per cent of all exports. Clearly, if Canada were to start importing 
400-500 million pounds of butter this would substantially increase the import 
demand for butter and the world price. A more gradual shift to imported sources 
of butter, however, would permit adjustment in world markets (particularly expan- 
sion of New Zealand production) to occur, and price increases would be much more 
modest. 

In the absence of a quantitative analysis of the world butter market, 
the simpler measure of the consumer cost of the price support programme has been 


used in the discussions in the text. 
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Appendix V.A 


An Estimate of the Price Elasticity of Demand for Fluid Milk 


Reliable time series data on fluid milk consumption in Canada prior 
to 1957 is not available. Even the data relating to the years 1957-60 is suspect 
since it indicates an extremely large decline in per capita consumption; indeed, 
there are good reasons to believe that the decline is mainly the result of statis- 
tical interpolation of revisions of estimates for years between the Census bench- 
marks 1956 and 1961. According to Dominion Bureau of Statistics, it is the 
estimates of "milk sold or distributed very locally by producers or by plants 
with volume below licensing requirements" which were the main sources of needed 
aor se Apparently the Dominion Bureau of Statistics in revising its esti- 
mates of milk consumption for the period TOn7eea. did not accept the 1956 Census 
- reports of such direct sales and instead used estimates which were several times 
larger, but assumed a rapid decline in sales through these eiaieles Thus, 
the estimates of fluid milk sales for 1957 were revised downwards by 5 per cent, 
while those for 1961 were revised down by 15 per cent. It seems probable that 
direct sales were much less important in 1956 than the Dominion Bureau of Statis- 
tics has assumed, and consequently that the rate of decline in the late 1950's 


was actually much less than published statistics indicate. 


Analysis of the demand for fluid milk over the period 1957-66 is made 
difficult also by the extreme stability of retail prices relative to the Consumer 
Price Index. In terms of 1949 dollars, the full range of retail prices for fluid 


milk over this period was 0.6 cents per quart. As an alternative, nominal prices 


* 
Summary Report of the Seventeenth Federal-Provincial Conference on Agricultural 


Statistics, 1966, Dominion Bureau of Statistics, Agriculture Division, pp .89-92. 


“Dairy Statistics, 1962-63, Dominion Bureau of Statistics, Cat. #23-201. 
*** summary Report, op. cit. 


- 154 - 


also were used on the assumption that consumer reaction to administered, and 
therefore publicly announced, price changes was consistent with a money illusion. 
However, neither real nor nominal price variables yielded significant and meaning- 
ful demand relationships. It is most probable that these difficulties resulted 
from (a) the quality of the statistical series on total fluid milk consumption, 
(b) the effect on prices actually paid by consumers of shifts from home delivery 
to store purchase, from single to multi-quart containers, and from standard to 


two per cent milk. 


In order to arrive at an estimate of the price elasticity of demand 
for fluid milk, attention was focused on the strictly commercial sales for the 
three years 1965, 1966, and 1967." After adjusting for downward trends in per 
capita consumption (by taking first differences) a price elasticity of -.276 was 
obtained. This result may be compared with estimates made in the United States 


aR 
which indicate a price elasticity for fluid milk of -.20. 


Oe 


* 
Fluid Milk Sales, Dominion Bureau of Statistics, are released sooner than the 
total consumption estimates given in Dairy Statistics. 


kK 
Stewart Johnson, "The Effect of Price on Milk Consumption," Sixth National 


Symposium on Dairy Market Devclopment, American Dairy Association, February 
14-15, 1966. 
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Appendix V.C 
Projected Sales of Two Per Cent Milk 


The dietary and price appeal to consumers of two per cent milk over 
standard milk and the incentives for dairies to promote sales of the low fat 
milk will undoubtedly result in a rising share of two per cent sales in the 
fluid milk market. Logically, however, the share of two per cent sales can be 
expected to increase at a declining rate as the two per cent proportion of sales 
becomes larger, and historical data for the Toronto market support this expecta- 
tion. On these assumptions, two per cent sales were projected to account for 
42.5 per cent of the fluid milk market in 1975, and for 51.7 per cent in 1980." 
These proportions were applied to the projections of fluid milk sales to obtain 
estimates of future sales of two per cent milk, The implied total yield of butter- 
fat associated with these sales was converted to whole milk equivalents and deduc- 
ted from total cff-farm sales and from total domestic disappearance to avoid double 


ccunting. 


“Haleeyeeriy averages for the period January-June 1964 to July-December 1967 were 
used as observations in a regression of the proportion of standard milk sales on 
a time variable, with the dependent variable only expressed in logarithms. The 
proportion of two per cent sales were obtained as the complement of the market 
share of standard milk. 
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